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(9:10 a. m)

CHAI RPERSON SURO- BREDI E:  This hearing wil |
conme to order. This hearing is being conducted by the
Trade Policy Staff Commttee, an interagency body
chaired by the Ofice of the U S Tr ade
Representati ve.

In addition to USTR today there
are representatives from the Departnents of
Agricul ture, Comrerce, Labor, State, and Treasury,
including the US. Custons Service and the U S.
I nternational Trade Conmm ssion. WMany nenbers of the
USTR working on this negotiation will be present.

The subject of this hearing is the proposed
negotiation of a pretrade area with five Central
American countries. The TPSC is seeking public
comment to assist the United States Trade
Representati ve i n anpl i fying and clarifying
negoti ati ng objectives for the proposed agreenent and
to provide advice on how specific bids and services
and ot her matters shoul d be treated under the proposed
agr eenent .

In addition to the testinony we will hear

today interested persons including persons who
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participate in the hearing may send witten comments
until noon, Decenber 2, 2002. Witten comments nmay
i nclude rebuttal points, denonstrating errors of fact
or analysis not pointed out in the hearing.

Under Section 2104 of the Bipartisan Trade
Pronotion Authority Act of 2002, TPA Act, for
agreenents that wll be approved and i nplenented
t hrough TPA procedures, the president nust provide
Congress with at |east 90 days witten notice of his
intent to enter into negotiations and nust identify
the specific objectives for the negotiation.

Before and after the submssion of this
notice the president nust consult with appropriate
congr essi onal coonmittees and the Congressional
oversi ght group regarding the negotiations under the
Trade Act of 1974 as anended.

The presi dent nust afford i nterested persons
an opportunity to present their views regardi ng any
matter relevant to any proposed agreenent, designate
an agency or interagency commttee to hold a public
heari ng regardi ng any proposed agreenent, and seek t he
advice of the U S. International Trade Conm ssion

regarding the probable economc effects on US.
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i ndustries and consuners of the renoval of tariffs and
nontariff barriers oninports pursuant to any proposed
agr eenent .

On Cctober 1st after consulting wth
rel evant congr essi onal committees and t he
Congressi onal Oversight Goup, the USRA notified the
Congress that the president intends to initiate Free
Trade Agreenent negotiations wth five nenber
countries of the Central Anerican Econom c I ntegration
System Costa Rica, El Sal vador, Honduras, CGuatenal a,
and Nicaragua, hereinafter referred to as Central
Anerica, and identified specific objectives for the
negoti ati ons.

In addition, the USTR has requested the
| TC s probable economc effects advice and the |ITC
intends to revive this advice on Decenber 27, 2002.
To assist the admnistration as it continues to
develop its negotiating objectives for the proposed
agreenent, the chairman of the TPSC has invited
witten coments and oral testinony of interested
persons at a public hearing.

The rest of ny statenent, which you can

access on the table, describes the general categories
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that we are seeking public comment on.

I n addi ti on, USTRthrough the TPSCw || send
to the Federal Register notice of reviewprovidingthe
possi bl e environnment effects of the proposed agreenent
and the scope of the U S. environnental review of the
proposed agreenent, and the inpact of the proposed
agreenent on U S. enploynent and | abor markets.

| would now like to introduce Regi na Vargo,
the Assistant U S. Trade Representative for the
Aneri cas. Then | will ask our panel to introduce
t hensel ves. We will then nove to hear testinony from
the first wtness. Thank you.

M5. VARGO. Thank you, Carnen. | appreciate
the opportunity to be here this norning and | thank
you all for the interest that you' re showi ng in these
t al ks. I"'m sorry I won't be able to stay for the
hearings thenselves this norning but | know we'l
devel op a conpl ete record and that the panel here w ||
have a good exchange with each of you

| did want to begin this nornings hearings,
though by giving a broad overview to why we think
pretrade agreenent with Central Anerica nakes good

sense, and to elaborate just a little bit nore than
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Carnmen on where we are in the process.

Basically | would like to suggest four
reasons for why a Free Trade Agreenent with Centra
Anerica is a good idea. The first involves the way it
will pronote U S exports and create jobs. Qur
exports to these five countries already total $9
billion in 2001. Qur NAFTA partners in Chile have or
are negotiating Free Trade Agreenents with Centra
Anmerica and we don't think U S. conpani es shoul d be
put at a conpetitive di sadvant age.

The region also already benefits from the
CBl arrangenent. W inported $11 billion in 2001,
about 65 percent of which already entered duty free.
A Free Trade Agreenent with the region would nake
t hese benefits reciprocal.

Al so, elimnating Central Anmerica' s tariffs
and other barriers to U. S. trade such as unjustified
SBS neasures, inadequate protection of intellectua
property rights, and limtations on service providers
will generate U S. exports creating nore and hi gher
paying U. S. | obs.

Second reason a Central America FTA nmakes

good sense is that it wll advance their economc
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devel opnent supporting denocracy and econom c reform
Econom ¢ growt h t hrough i ncreased trade can contri bute
to the reduction of property and to job creation in
the region. A Free Trade Agreenent will pronote and
reinforce the economc refornms underway. An FTA
stinmul at ed econom c grow h wi |l pronote a deepeni ng of
denocracy, rule of |aw, and sustai nabl e devel opnent.

Specific commtnents in a Free Trade
Agreenment such as those dealing with transparency wl|l
add to the fight against corruption and support
accountability in governnent, while other provisions
Wil | strengthen application of internationally
recogni zed wor ker rights. Environnental concerns wil |
also be addressed by the FTA itself and by the
econom ¢ devel opnent it enabl es.

Third, a Free Trade Agreement with Central
Anrericaw || pronote regional integration and the free
trade area of the Anericas. A CAFTA will provide
further inpetus to ongoing efforts in Central America
at regional integration both through an anticipated
increase in intra-regional trade and investnent, and
by working as a group to undertake common conm t nents

with the United States.
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Through |iberalized trade CAFTA will allow
each country to develop its conpetitive advantage.
And it will pronote the free trade area of the
Anericas by standing as an exanple of the ability to
overconme differences and a denonstration of the
benefits of free trade and by creating a healthy
concern anong other countries which will not want
their products to be at a conpetitive di sadvantage in
the United States.

Finally, pursuing a Free Trade Agreenent
with Central Anmerica responds to a congressional
mandat e. That was Congress' direction as expressed in
t he Cari bbean Basin Trade Partnership Act to initiate
negoti ations with beneficiary countries and concl ude
conpr ehensi ve, nutual | y advant ageous trade agreenents
Wi th them

Wth that by way of background, let ne give
you a short history of what we've done so far. As you
know, on January 16 President Bush announced that we
would explore a U S. Central Anmerica Free Trade
Agreenent in close cooperation with the Congress.

Si nce February we have hel d seven wor kshops

with Central Anerican countries. Let nme enphasize
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these were not negotiations. They were informal
i nformati on exchanges on topi cs, though, that we woul d
like to see covered in a Free Trade Agreenent such as
mar ket access, governnent procurenent, SBS, services,
intellectual property right, trade facilitation,
el ectronic commerce, investnent, environnent, |abor,
and trade capacity buil ding.

Let nme take a nonment on that |ast point of
trade capacity building as this is a horizontal thread
in all of our discussions. Wth assistance fromthe
I nter-American Devel opnent Bank, ASCCLA, and other
donors, we have worked with the Centrals to hel p them
devel op national action plans to identify their
assi stance needs.

Qur approach with the Centrals on trade
capacity building is conprehensive and we'l| address
t hree areas. (1) the preparation for negotiations;
(2) inplenentation of the agreenent; and (3)
transition to free trade.

W want to ensure that the Centrals build
the capacity to take on the necessary obligations and
to take full advantage of the benefits of an eventual

agreenent . By Decenber 6th these countries wll
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indicate priority needs for the foll ow ng 90 days and
we'll plan to release their national strategies
publicly.

On August 29th, as Carnen indicated, we
requested I TC anal ysis on probable economc effects
i ncl udi ng on sensitive agricultural products which we
expect by year end. Anbassador Zelig nmet with the
Congressional Oversight Commttee on Septenber 19th
and on Cctober 1st formally transmtted his
notification to Congress of out intent to enter into
negoti ations with Central Anerica.

That's a docunent you should all have and it
lays out our initial t houghts on negotiating
obj ectives. As Carnen nentioned, that starts a 90-day
clock that would enable us to initiate negotiations
with Central Anmerica in January of 20083.

Al t hough the TPSC and other consultations
are mandated in TPA, nuch of this represents a
codification of our existing practice, although we
plan to intensify our consultations with both the
public and the Congress. These consultations we
expect to be continuous and not |imted just to the

obj ectives specifiedinthe trade pronotion authority.
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Qur hearing today represents our first major
outreach to the public in order to get your views on
this agreenent, but there will be a nunber of other
opportunities including the witten coment by
Decenber 2nd, |abor reports, and an environnenta
revi ew process.

| would like to highlight for you that we
anticipate that the Federal Register Notice on the
environnental review will conme out probably before
Thanksgiving. There will be the reports, of course,
of our private sector advisory commttees, and the I TC
wi |l be doing a report at the begi nning and the end of
this process.

W're interested in hearing fromall of the
st akehol ders now and throughout the course of the
negotiations. By participating today you have given
us early notice of your interest in these negotiations
and we | ook forward to working with you on that over
the course of the next year or so. Thank you very
nmuch.

CHAI RPERSON SURO- BREDI E:  Thank you, Regi na.

Could our panel i ntroduce thensel ves

starting wwth M. Dan Fantozzi.
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MR. FANTQZZI: My nane is Dan Fantozzi. |'m
seni or adviser for Central American Trade at USDR

M5. SAUCEDA: M nane is Cathy Sauceda. |
work with the Ofice of Field Operations in Trade
Enforcenent with the United States Custons Service.

M5. SANM GUEL: |"m Carnmen Sanm guel wth
t he Departnent of Treasury.

MS. HEI NZEN: I'"'m Janet Heinzen with the
O fice of Textiles and Apparel at the U S. Departnent
of Commerce.

CHAI RPERSON SURO-BREDI E: | ' m Carmen Sur o-
Bredi e.

M5. VARGO  Regi na Vargo.

VS. FREEMAN: Brenda Freenan, U S.
Depart ment of Agriculture.

M5. BOW E- VWH TMAN:  Bar bara Bow e- Wi t man,
Department of State, Western Hem sphere Bureau.

MR. LEAHY: Dan Leahy, U.S. International
Trade Conm ssion, Director of External Relations.

CHAI RPERSON SURO- BREDI E: Thank you. Now
we're hear fromour first witness, M. Janmes Fendell,
former president of the American Chanber of Conmerce,

who will be testifying on behalf of the Chanber of
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Commerce of the United States of Anerica.

Thank you, M. Fendell. Before youtestify,
if I could review the rules of testinony for the
W tnesses. Basically, with very fewexceptions, if we
have received your testinony in a tinely fashion, we
have read it and fornul ated questions. Please keep
your testinony to five m nutes.

| will advise you when you are com ng cl ose
to that tinme and wll cut you off if you cannot
respond to ny watch. W have sonething |i ke 14 peopl e
testifying this norning so we are on a very tight tine
schedul e. Then the panel will be asking questions of
the witness. Thank you very nuch.

VR, FENDELL: Thank you, Madam Chair and
menbers of the panel. | am pleased to appear before
this commttee on behalf of the U S. Chanber of
Commerce. Wth over three mllion nenbers of every
size, sector, and region of the United states, the
Chanmber is the world's |argest business federation.

| am also pleased to represent the
Associ ation of Anerican Chanbers of Conmerce in Latin
America (AACCLA). AACCLA is a l|leading advocate of

i ncreased trade and investnment between the United
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States and Latin Anerica. Wth over 20,000 nenber
conpani es, AACCLA represents over 80 percent of al
U S investnent in Latin Anmerica.

There are AnChans in each of the give
countries in Central Anmerica, and their constituent
base has actively worked to encourage passage of CB
| egi sl ati on and, nost recently, toward t he successf ul
passage of the TPA and the related itens in the Trade
Act of 2002.

Qur nenber conpani es and their enpl oyees in
the united States and in Central Anerica will benefit
directly fromthe proposed U.S. -Central America Free
Trade Agreenent. W are firmy commtted to
encouraging and supporting the negotiation and
ratification of a conprehensive agreenent between the
united States and Central Anerica as well as the
subsequent FTAA

In the eight years since Mexico' s adhesion
to NAFTA cane into force, trade between the United
States and our second border has nearly tripled, with
bilateral comerce reaching nearly $250 billion
annual | y. Mexi co overtook Japan to becone t he second

nost inportant trading partner to the United States
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(after first border partner Canada), and Mexico's
export earning today are triple those of Brazil.

Recently, a nunber of noteworthy events have
occurred that have inportant inplications for US
trade with the nations of Latin America in general and
Central America in particular.

The restoration of Trade Pronoti on Authority
as part of the Trade Act of 2002 restores the United
States' full participation in international trade
negoti ations and signals our intention to renew a
strong | eadership position on trade.

Earlier this nonth, the United States, in
partnership wth Brazil, becane co-chair of the final
phase of the Free Trade Area of the Anericas (FTAA)
negoti ations, which are scheduled to conclude by
January 2005. The FTAA will gather the countries of
the Western Hem sphere into a cohesive tradi ng bl ock
at a time when conpetitive pan-national trading bl ocks
are formng, particularly in Europe and Asi a.

Even before the advent of econom ¢
difficulties now being experienced by several Latin
Anmeri can econom es, there were signs of significantly

di fferent expectations as to the reach and depth of
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the FTAA in the countries of the Southern Cone of
Sout h Ameri ca.

Wi | e recent events in Mercosur have cl ouded
our crystal ball, it is highly probable that a nunber
of the countries of that trading block will seek to
i npose their different trade objectives on the FTAA

The devel opnent of simlar trading blocks
with countries along the US. "third border" —
conposed of Central America and the Caribbean —is
both a desirable and effective nmechanismto further
the free trade objectives of our country and an
equal ly effective mechanismto facilitate the conpl ex
task of achieving and FTAA in the next three years.

It is self evident that «close trading
partners are al so natural partners in the war agai nst
terrorism Qur trade with Canada and Mexi co enhances
our Northern and Sout hwest ern border protection. The
proposed Central Anerica-United States of Anerica Free
Trade Agreenent wll strengthen that protection, as
wi || any strengthening of our ties with the nati ons of
t he Cari bbean.

The fundanental rational e for any Free Trade

Agreenent is increasingthe fl owof goods and services
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within the region. The evidence is clear that such
agreenents benefit American workers and conpani es at
the same tinme that the concom tant increase in foreign
direct investnent and inproved access to capital and
advanced technol ogy favorably and directly i npact the
econom es of our trading partners and the well being
of their populations.

In the case of Central Anmerica, it is
particularly inportant that an FTA stinulate |ocal
devel opnent. Decades of donestic strife have driven
significant emgration, nostly into the United States
and relatively well off Costa Rica. Inprovenents in
the |l ocal economes of the region will help to stem
the tide of often illegal immgration.

Wiile it is true that remttances from
Central Anerican workers in the U S. back to their
homel ands are inportant inputs into |ocal econom es,
such currency fl ows cone at the expense of breaki ng up
famly units and do little to stinulate real economc
growh in the region.

Existing trade relationships with our third
border nei ghbors are based on one-way concessi ons by

the United States. Such concessi ons have been

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

19

i nportant throughout the lifetinme of the three phases
of the Caribbean Basin Initiative, but by their very
nature are arbitrary and can | apse, as evidenced by
the havoc created by the expiration of the Andean
Trade Preference Act a few nonths ago.

The flow of noney and access to capita
needed to develop long lasting investnents requires
| ong term guarantees that are best achi eved through
international trade treaties. Furthernore, such
treaties guarantee U. S. conpani es better-regul at ed and
nore conpetitive access to our trading partners.

In the case of Central Anmerica and during
the period of the Caribbean Basin Initiatives, U S.
trade has benefitted far nore than the naysayers had
predi cted, and even nore than those who favored CB
had anti ci pat ed.

In fact, Central Anerica, under CBI, has
been one of the fasted grow ng buyers of U S. goods
and services over the past decade. Trade is quite
clearly a two way street, and the signing of a well
bal anced Free Trade Agreement with the five countries
of Central Anmerica can do nothing but further

stinmulate U S. exports to the region.
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An FTAwi th Central Anmerica on the heels of
a successful conclusion to the FTA negotiations with
Chile will send a critical signal to our Southern
nei ghbors. First, it wll fulfill decades 1ong
prom ses by U S. Presidents fromJohn Kennedy onward,
that Latin Arerica is truly inportant to us.

Furt her, it wll prove in the nost
convi nci ng of ways that the U S. is fully commtted to
the Free Trade Area of the Anmericas and to hel pi ng our
entire Hem sphere enbrace free market reforns and t he
responsibilities that go with such reforns.

| am pl eased to represent both the Chanber
of Commerce, as | said before, and AACCLA, and | wll
be nore than happy to entertain any questions. Thank
you, Madam Chair.

CHAI RPERSON SURO- BREDI E: Thank you, M.
Fendell. | guess | will ask the first question. Wen
| was in Regina Vargo's job quite a while ago, |
wor ked very closely with AACCLA and particularly with
t he Chanber of Conmerce on the foundation of the FTAA
and, of course, in the Chile negotiations.

| wonder if you could spend a mnute just in

front of the panel on the types of arrangenents that
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you think the Chanber m ght undertake in the case of
Central Anerica. | know a nunber of studies were done
in the past by AACCLA. \What type of work would you
envi sion the Chanber and AACCLA doing with regard to
Central Anerica?

MR. FENDELL: To begin with we al ready have.
Anmong ot her things we have held a series of sem nars
for the press. We Dbelieve that the accurate and
conplete dissemnation of information about what a
Free Trade Agreenent is and the information about how
a Free Trade Agreenent benefits both tradi ng partners.

Further, we seek to denystify certain
concepts. Anong those concepts is that the US. 1is
inposing its trade on the area. This is a classic
ki nd of knee-jerk response and it is one that is often
formatted by those who woul d prefer not to see a Free
Trade Agreenent cone into play.

By di ssem nating a series -- excuse ne. By
di ssem nating information through a series of off-the-
record background training sessions wth |eading
menbers of the press throughout Central Anerica.

We hope to establish an at nosphere i n whi ch,

(1) we have increased our face time with the press so
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that they can get to us easily, (2) to answer the
classic questions of why is the U S. doing this to us?
The real answer is because we benefit fromit, but
nore inportantly the trade country, the trading
partner benefits trenendously fromit and we can prove
that and we do in these sem nars.

We woul d propose to continue to do so with
ot her opinion making groups throughout the area.
Finally, our nenber conpani es which are obviously the
| eading Anmerican trade partners in the area are
prepared to undertake one-on-one negotiations wth
| ocal | awmmekers and wth their home conpany
headquarters and, as bad as it mght sound, their
representatives here in Washington working with the
| awmrakers here in order to assure passage of the
CAFTA.

CHAI RPERSON SURO- BREDI E: Ot her questions
fromthe panel ?

MR. FENDELL: Thank you very nuch.

CHAI RPERSON SURO BREDI E:  Qur next w tness
i s Brenda Jacobs on behalf of the U S. Associ ation of
| mporters of Textile and Apparel.

VWl cone.
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M5. JACOBS: Good norning. USAITAis avery
strong supporter of a Free Trade Agreenent between the
United States and the five countries of Central
America. These countries are for USAITA nenbers and
ot hers very inportant suppliers of apparel to the U S
mar ket .

Central Anerica ranks as one of the major
sources of apparel inports for the U S. market. As of
August 2002 data, and there's nore data com ng out
t oday, they provided 16 percent of the apparel inports
into the United States.

Honduras is the third |argest supplier of
apparel to the U S. market accounting for about a
little over six percent of the apparel inports. E
Sal vador is the 6th | argest accounting for about 4.2
percent of total apparel inports. CGuatenmala is the
15t h | argest supplier, but none of these countries is
a significant supplier of yarns, fabrics, or other
nonappar el goods.

In our view, if properly crafted the
proposed FTA offers an inportant opportunity to
pronptly expand upon the very limted scope and

limted success of the Caribbean Basin Trade
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Part nership Act.

Assum ng that comrercially sound terns are
agreed wupon, it also offers a classic win/wn
situation. The elimnation of tariffs and non-tariff
barriers to trade and other market |iberalization
measures anong the participating countries can
generate increased integration of operations anong
businesses wthin the United States and the
participating countries of Central Anerica increasing
sales and jobs in each country.

Focusi ng on the apparel issues al one, USAI TA
advocates the followng negotiating objectives.
First, the elimnation of tariffs on all products
including textiles and apparel on an expedited
schedul e. For apparel products and |uggage already
i ncluded within the scope of the CBTPA a continuation
of that duty-free treatnent w thout interruption.

We al so propose the use of a single rule of
originrather than specialized and conplex textile and
apparel rules and one which permts the use of inputs
fromother FTA partners. And we propose that you seek
the elimnation of the various inport rel ated fees and

the establishnent of streanlined paperless custons
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entry procedures.

Let ne el aborate on sone of these points.
Wth respect to duties, the objective should be no
staging of duty reductions. The duty should be set a
zero reciprocally wupon inplenentation. Tariff
i npl enmentation is an essenti al el ement of any FTA, but
inthe case of apparel trade with Central Anerica, the
negoti ation process has to recognize two essential
facts.

First, many of these products were already
duty free under CBTPA. The mai ntenance and expansi on
of that business is dependent upon at mninmum the
continuation of the current duty free treatnent
W t hout i nterruptions and wi t hout any tenporary spi kes
in those duties.

Second, we are facing in alittle over two
years the elimnation of the international quota
system under the agreenent on textiles and cl ot hing.
That nmeans that cost rather than availability of quota
will be the primary factor driving sourcing deci sions.
The ability of these Central American countries to
conpete in this sector in a quota-free environnment

will be significantly enhanced by the availability of
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duty-free access to the U S. narket.

Wth respect tooriginrules, the FTAshould
provide for the expansion of CBTPA benefits by
covering nore goods and incorporating nore business
friendly ternms. The experience of our conpani es under
CBTPA offers an essential |esson on how origin rules
can make or break a program

Participation in CBTPA has been |ess than
had been hoped for precisely because the rules are
restricted. They preclude the use of yarns produced
in the Caribbean or Central Anmerica or from Mexico or
Canada, for that matter

Initial reaction to the terns of the nore
recently approved Andean Trade Pronotion and Drug
Eradication Act indicates that the ability to use
Andean fornmed yarns is creating greater interest and
t aki ng advantage of that program because it provides
nmore flexibility so that conpetitive products can be
devel oped.

Al so, the fact is that we have to recogni ze
that the Central American FTAis nerely a precursor to
the western hem sphere w de arrangenent, the FTAA

Therefore, in putting together an origin rule we
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should be striving for one that can be readily
incorporated into the FTAA. USAI TA nenber conpani es
cannot successfully expand their business if each new
trade agreenent contains a different rule of origin.

We al so want to touch briefly on the | abor
i ssues because USAI TA recogni zes that |abor rights
have been an issue in the region. Yet, we are

confident that enhanced trade opportunities under an

FTA will help pronote worker rights and quality
wor ki ng condi tions. It will do so by expanding
busi ness and creating new jobs which will, in turn,

gi ve workers greater |everage.

| f, however, there are failures or
deficiencies, the answer, in our view, should be a
system that focuses on addressing the i ndividual
problem with a primary goal of renediation, not
sanctions, that elimnate or destroy the benefits
created under an FTA

USAI TA thanks you for the opportunity to
present our views on the FTAwith Central Anerica and
we | ook forward to consulting closely with each of the
agencies involved to ensure that the interest of the

U.S. appeal inporting community are fully reflected in
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the final agreenent. Thank you.

CHAlI RPERSON SURO- BREDI E: Thank you very
much, Ms. Jacobs.

Qur first question wll be asked by the
representative of U S. Custons.

M5. SAUCEDA: (Good nor ni ng.

M5. JACOBS: Good norning.

M5. SAUCEDA: The first question | have for
you is what rule of origin would you suggest for
apparel and howwoul d it inpact current USI TA' s nenber
sourcing particularly with regard to NAFTA, CBTPA
AGOA, and the new Adean progranf?

MS. JACOBS: W woul d use the Bro-Carden
rule, the general rule of origin rather than a
preferential rule. W have to recogni ze that none of
the five countries we're tal king about are maki ng any
of these fibers or yarns soif we do a NAFTA-type rul e
of origin, they woul d be dependent upon inporting the
yarns and fabrics fromthe United States which i s not
going to make them as attractive or else they would
have to first invite investnent for the creation of
yarn and fabric production into those countries which

would be difficult at this tine.
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Another alternative, as we have sort of
alluded to here, is that if you are going to have an
FTA with one set of countries and the United States
has FTAs with other countries, at the very |east we
ought to be able to append what those other countries
with whom the U S. has an FTA are also able to
pr oduce.

For exanple, we've got NAFTA. You could at
| east include Mexican and Canadian fabric in yarn
producti on. A Dbetter rule would be wusing a
nonpreferential Bro-Carden type rule.

M5. SAUCEDA: Do you want to say anything
about the sourcing? How would this inpact vyour
sourcing from other areas with regard to NAFTA and
CBTPA?

M5. JACOBS. You're tal king about conpared
to Asia, for exanple?

M5. SAUCEDA: Well, vyes.

M5. JACOBS: In fact, | think we seek two
very different sets of sourcing that generally go on
anong our nenbers. The western hem sphere, including
the Central Anerican countries, tend to supply a nore

basi ¢ product, less than a fashion oriented product.
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They tend to conpete with one anot her ri ght
now for that business. That could change, though, in
a quota-free world when you have short |lead tines and
the ability to devel op a nore sophisticated product
that will enable them to better conpete with Asian
suppliers in the future.

MS. SAUCEDA: Just one additional question.
The rul e of origin for preference for these provisions
permtted foreign inputs. What inpact would you
expect that to have on investnent in Central Anerica?

MS. JACOBS: Foreign input such as yarns and
fabrics? That woul d obviously make it very nuch nore
attractive to do business in these countries because
obvi ously many of the | ess expensive fabrics and yarns
can be sourced outside of the western hem sphere and
then utilized to produce finished garnments in those
countries. That would clearly be very attractive
especially at duty-free access to the U S. narket.

MS. SAUCEDA: Thank you very much. Those
are all the questions for Custons.

CHAI RPERSON SURO BREDI E:  The next questi on
is by the U S. Departnent of Conmerce.

MS. HElI NZEN:  How woul d you expect a greater
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flexibility in the rules of origin to encourage
increased U S. textile product experts to Central
Anerica?

M. JACOBS: Well, | think it would allow
if, for exanple, we had a nore flexible rule like a
Bro-Carden rule that would allow U S mlls to mx
different yarns so that they could use specialized
yarns that's aren't necessarily made in the United
States w thout concern that they were then not
qualifying to participate in these benefits, then our
US mlls could produce a nore conpetitive product
t hat responds nore quickly.

For exanple, to fashion changes. | think a
nore flexible rule that was based on Bro-Carden woul d
allowboth U S. mlls and even U. S. yarn producers who
may be able to blend nore interesting conmbinations in
order to create qualifying goods would create better
opportunities for both to conpete well.

We woul d al so see, perhaps, what's happened
in Mexico where many U.S. yarn and fabric producers
invested in Mexico in order to expand their business
rather than relying solely onthe mlls they have here

getting closer to the custonmer and expanding their
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operations that way and using that as a base perhaps
to sell into other markets as well.

M5. HEI NZEN:  \What percent of your nenbers
i nport apparel fromthe Central American countries?

MS. JACOBS: Virtually every one of them
does. Many of our nenbers bal ance what they do. They
have sone fashion goods that they have |onger |ead
times that they inport from Asia. They al so have
their basic goods for which they have just in tine
inventories for which Central Anmericans and other
west ern hem sphere countries are absol utely essenti al .

M5. HEI NZEN: |"m sorry. Most of your
menbers inport from Central Anmerica?

M5. JACOBS:. Absolutely, yes.

M5. HEINZEN. |If nore favorable conditions
exist for textile products to be inported into the
U S. due to the Central America FTA, do you envision
inports fromthis region increasing into the U S.?

M5. JACOBS: Yes, we do. We can inmagine
that there would be a greater interest in trying to
train these producers to nmake nore fashion-oriented
goods in order to avoid the longer lead tines that are

i nvol ved in Asian supplies.
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MS. HEI NZEN: | n your statenment you comrent
that the elimnation of tariffs and non-tariffs
barriers to trade between the U.S. and Central America
will result in increasing sales and jobs in each
country. On what do you base this assessnent?

M5. JACOBS: Just our own experience of the
ability to integrate operations so that we can work
with US mlls to create a product that can then be
produced in the western hem sphere. Keeping it al
W thin the western hem sphere you shorten | ead ti nes.

When you have to rely upon, for exanple,
Korean or Chi nese or Taiwanese fabric, then you have
a longer lead tinme until those goods get produced and
can get shipped even over here to be produced into a
garnment in a Central American country.

M5. HEI NZEN:  Thank you.

CHAI RPERSON  SURO- BREDI E: Are there any
ot her questions? Representative of |ITC

MR,  LEAHY: Actually, | don't have a
guestion. | have an invitation. You have nentioned
several tinmes the quota-free world that your nenbers
wll be faced with in a few short years.

The Comm ssi on has been asked to take a | ook
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into that world, so | invite you and actually anyone
else in the audience who would |like to share their
views with the conmssion to do so when the tine
becones appropri ate.

M5. JACOBS: | can assure you, Dan, that our
menbers are very interested init. W are very much
aware of the deadline to notify of our interest in
testifying. You will hear fromus. Thank you.

CHAI RPERSON SURO- BREDI E: Thank you very
nmuch.

Qur next witness is M. Jack Roney, D rector
of Econom cs and Policy Analysis, The Anmerican Sugar
Al i ance. The panel wll be joined by USTR
representative Sharon Sydow. Sharon just recently
changed her name so we're used to calling her
sonet hi ng el se.

M. Roney, the floor is yours.

MR. RONEY: Thank you for the opportunity to
testify on behalf of the U S. Sugar Industry. [''m
Jack Roney, Director of Econom cs and Policy Anal ysis
for the American Sugar Alliance. The ASA is the
national coalition of growers, processors, and

refiners of sugar beets, sugar cane, and corn for
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sweet eners.

The world sugar market is distorted by a
vast array of governnent policies that encourage over
producti on and dunped exports. As a result the so-
called world nmarket price for sugar is really a dunp
price that reflects barely half the world average cost
of produci ng sugar.

The ASA has | ong endorsed t he goal of gl obal
free trade in sugar. Anmerican sugar and corn
sweet ener producers are efficient by world standards.
W wel cone the opportunity to conpete in a genuine
| evel playing field free of governnent intervention.
Qur mar ket should not be open further, however, until
foreign subsidies are elimnated.

W strongly urge that the admnistration
pursue reform of the nyriad of trade distorting
policies globally in the context of the ongoing
noyl ateral negoti ations of the WIO and not regional ly
in the proposed Central Anmerica FTA.

Alimted dismantling of trade barriers in
the regional context would bring two dangers. One,
those countries would becone nore vulnerable to

continuing distortions inthe rest of the world. Two,
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the region would squander |everage to achieve
meani ngful reformin the gl obal context.

Openi ng our sugar market to the five Central
Anmerican countries designated for FTA negotiations
Wil result in major disruption of the U S. sugar
mar ket, sharply reduced producer prices and i ncone, a
great loss of U S. jobs, and maj or budgetary outl ays
for the U S. Governnent.

These costs woul d far outwei gh any overall
gains to the U S. econony resulting from tariff
el i mnation. In particular, history shows that
consuners would not see any benefit from | ower
producer prices past along to themin the form of
reduced retail prices for sugar or sugar-containing
consuner products.

All five of the countries covered by the
proposed FTA negotiation, Costa R ca, El Salvador,
Guat emal a, Honduras, and Nicaragua are significant
producers and exporters of sugar. Cuatenala is the
worl d's seventh | argest exporter exporting on average
1.2 mllion tons over the past three years. These
countries al ready have a significant share, roughly 10

percent of the U. S. duty-free sugar inports.
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In total these five countries produce over
$3 million tons of sugar per year and export nearly 2
mllion tons of that. The great bulk of this export
capability would be directed to the U S. market if our
tariffs on sugar and sugar-containing products were
elimnated for these countries. To put this in
perspective, we are inporting only about 1.5 mllion
tons of sugar per year from 40 countries already.

In fact, Central Anerican sugar exports to
the U S. alone could exceed their current total
exports of about 2 mllion tons for two reasons.
First, the prospect of unlimted access to the U S
market would Ilikely encourage increased sugar
production as it did in Mexico. Second, these
countries could send us all their donmestic production
and substitute inported dunp-nmarket sugar for their
own consunpti on.

| should also note that the ow U. S. market
prices that were a result from increased Central
Anmerican inports would harm the other 35 countries
that have shares of the U S. sugar inport quota.
Virtually all these countries are devel oping

countries. Many are poor and heavily dependent on
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their shipments to the U.S. market. Shrinkage of the
U.S. market at these countries' expense woul d no doubt
| ead themto demand equal treatnent or conpensation

Finally, we would point out that the
proposed Free Trade Agreenent with Central Anericais
one of only several FTA's underway or contenpl ated
i nvol ving maj or sugar producers. Chile, the free
trade area of the Anericas, Australia, and South
Africa are others. [Increasing market access on sugar
for Central Anerica would set a precedent for these
ot her negotiations that would presage even greater
di sruption of the U S. sugar market.

The U. S. sugar industry believes that trade
di storting governnent policies and pervasi ve dunpi ng
can be effectively addressed only in nultilateral WO
negoti ati ons. We have urged the admnistration to
focus its efforts on conprehensive, sector-specific
negotiations within that form

Attenpts to deal with the probl ens plagui ng
the worl d's sugar industry andtoelimnate tariffs on
sugar within the various FTA negotiations would
j eopardi ze this broader goal in our unworkable.

I n conclusion, rather than including sugar
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in efforts for individual FTAs the sounder course of
action is for our FTA partners to join with the U S.
in sector-specific WO negotiations to attack
aggressively and to elimnate the government policies
that have so grossly distorted world trade in sugar.

Thank you for your attention.

CHAI RPERSON SURO- BREDI E: Thank vyou. The
first question will be asked by the representative of
t he Departnent of Agriculture.

M5. FREEMAN: Thank you for your testinony.

The question | have is that you nentioned that
subsidization is comobn anong sugar producers, in
Brazil, for exanple. Do you have any information on

what type of donestic support or other prograns that
the Central Anerican Free Trade Agreenent countries
provi de their sugar sectors?

MR. RONEY: Yes, Ms. Freeman. Thank you for
asking that. W have been working wth LM
I nternational of Oxford, England, on a conprehensive
study of the 13 | argest sugar produci ng and exporting
countries. One of those is Guatemal a and we do have
sone detailed information for you on Guat enal a.

Quatenala is the one we are focused on
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because they produce alone nore than the other four
countries produce together. Their policies are fairly
typical of that area. W are working with LMC to
conpl ete that study.

We hope to have it conpleted within the next
couple weeks. W |ook forward to providing that to
the trade policy staff commttee, to ITC, to USDA
because we think that it will be a very helpful
guideline to you in understanding and accessing the
nature of foreign sugar policies.

One of the things | just point out is that
with the world sugar market one of the problens is
that only a portion of governnent intervention in
sugar fits into the three classic cones of donestic
supports, market access, or tariffs and export
subsi di es.

There are a host of what we woul d consi der
| ess transparent governnent interventions that play a
maj or role in destroying the world sugar market. One
of the advantages of the work that we're having done
with LMC International is that they are | ooking not
only at the transparent governnent interventions but

the | ess transparent ones.
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| would note in their prelimnary work on
Guat emal a t hat we found t hat t he Guat enal an gover nnent
does not intervene very directly in their sugar
mar ket. However, they allowthe donmestic industry to
i npose upon itself donmestic marketing quotas. They
control prices and exports.

As a result, the donestic prices 1in
Guat emal a, as one woul d expect wth any country that
i's producing sugar in significant quantities, is nore
than double the world dunp market price so they
maintain a price structure there well in excess of
worl d dunp market prices so that their industry can
continue to survive. We' Il have that study for, |
think, within the next couple of weeks.

CHAI RPERSON SURO- BREDI E:  Qur next question
is by USDR

M5. SYDOW Good norning. | think that your
answer to the previous questionis a good |lead-in for
the question | would like to ask, and that is is the
trade between the five countries unrestricted and if
it is not, what types of barriers exist -- trade
barriers exist between the countries?

MR RONEY: The work that we have had done
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so far, as | nentioned, focuses on Guatenala and it
found that CGuatenmal a has a 20 percent inport tariff.
Their bound and fixed rates in WO are consi derably
hi gher. They have the potential of going up to 160
percent. Their base rate is 178 percent.

Fi nal rate under the Uruguay Round Agr eenent
on Agriculture would be 160 percent so they do have
the potential for substantially higher tariffs. From
what we understand the barriers are simlar anong the
other countries in Central America but we are stil
| ooking into that.

CHAI RPERSON SURO- BREDI E:  Does anyone have
further questions?

Question by the Departnent of Agriculture.

M5. FREEMAN: You in part alluded to this
but | feel conpelled to ask you this question. Do any
of the five countries have the capability to expand
sugar production beyond their current |evels?

MR. RONEY: W believe that they all do and
that has been one of our fears. Qur two nmajor
concerns is that as Mexico did that they may try to
expand their production if they have this plunb of

unlimted access to the U S. market where we mai ntain
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a price closer to the world average cost of producing
sugar than to the world dunp-nmarket price. There's
the potential for increased production.

But an even great and nore i nmedi at e concern
is that unless we have rules of origin that are
crafted very carefully, that these countries could
substitute. They could potentially sendinto the U S
all their donestic productiontotally about $3 million
tons and inport for their own needs from the world
dunp mar ket .

The tenptation to do that would be
significant at current differentials where the world
dunp market prices are running only about six cents
per pound and the U S. price is about 22 cents per
pound. The tenptation would be there to inpart
foreign sugar for their own needs and send us the
donestic production. W would view that as an even
nore immedi ate threat than increased production in
each of those countries.

CHAI RPERSON  SURO- BREDI E: Could I ask a
question, M. Roney? How would the rules of origin
help you if they were sending donestically produced

goods?
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MR. RONEY: What we have reconmmended in the
Chile FTA, for exanple, is that the surplus producer
definition that was crafted in the NAFTA agreenent
relative to Mexico should apply to any country that we
do a Free Trade Agreenent with and by having a surpl us
producer requisite. In other words, they could send
to us exports not in excess of the differential
between their production and their consunption, that
t hat woul d prevent substitution. |Is that point clear
or should I --

CHAI RPERSON SURO- BREDI E:  Arcane, but cl ear.
Any nore questions? |If not, thank you very nuch.

Qur next witness is Victoria Schantz. Have
| pronounced that right?

MS. SCHANTZ:  Yes.

CHAI RPERSON  SURO- BREDI E: National MIKk
Producers Federation. And Peter Vitaliano.

DR. VI TALIANO Correct.

CHAI RPERSON  SURO- BREDI E: Dr. Pet er
Vitaliano also of the National MIlk Producers
Federation. Wl cone.

M5. SCHANTZ: Madam Chai r man and nenbers of

the commttee, good norning. My nane is Victoria
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Schant z. |'"'m responsible for coordinating trade
policy for both the National M|k Producers Federation
and the U S. Dairy Export Council. [|'macconpanied by
Peter Vitaliano, Vice President of Econom c Policy and
Mar ket Research for the National MIk Producers
Feder ati on.

| appreciate the opportunity to present the
views of NMPF and USDEC with respect to the proposed
U S Central American Free Trade Agreenent. Bot h
constituencies | represent here today support a
clearly negotiated Free Trade Agreenent with Central
Anerica. We believe a U S. Central Anerican FTA nmakes
economc sense for the United States as it would
i ncrease prosperity for these neighboring countries.

Benefits to the U S. Dairy industry are
clear. Essential Anerica is a net inporter of dairy
pr oducts. In 2000 dairy inports the five Central
Anerican countries from other countries anmounted to
$145.5 mllion.

Dairy exports from the five countries to
external destinations were just $3.7 nillion that
year. In the year 2000 half of these inports were

from North Anerica, primarily the United States, 23
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percent from Oceana, New Zeal and, and Australia, and
16 percent fromthe European Union.

Inthe I ast three years U. S. exports of mlk
powders and cheese to Costa Rica, El Salvador,
Guatemal a, and N caragua grew steadily. W believe
that evenif an FTAbrings arise in dairy production,
consunption will increase at a faster rate resulting
in a clear benefit for the U S. diary industry.

The five Central Anerican countries w || not
i npl enent their final Uruguay Round tariff comm tnents
until 2004 at which time they wll still retain
relatively high tariffs for many diary products. The
final Uruguay Round bound tariffs for nost dairy
products will range from 30 percent to over 100
per cent .

Elimnating tariffs on Central Anerican
inports of dairy products fromthe United States may
stinmulate sonme additional U S dairy exports of
certain cheeses, dry and condensed m | k products, and
perhaps a few ot her products.

The renoval of current trade barriers
t hrough the bil ateral Free Trade Agreenent woul d al | ow

U S. dairy exports to overcone the natural advantages
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of export subsi di es for European products and | ow cost
production for New Zeal and and Australian exports.

Simlarly, providing duty-free treatnent for
the U.S. inports dairy products fromthe five Centra
American countries is not likely to have a significant
economc effect on industries in the United States
producing like or directly conpetitive products.

Nor upon consuners provided that the
liberalized access to the U S. dairy market provided
by the FTA is respected to dairy products produced
frommlk and dairy ingredients that truly originate
fromthose five countries.

This will be the case if the rules of origin
for the proposed U S. Central Anerican FTA provide
that all mlk and dairy ingredients for which access
tothe U S. market is |iberalized nust be manufactured
from mlk produced by cows in the five Central
American countries thensel ves.

The North Anerican Free Trade Agreenent
contains rules of origin for dairy products that
effectively provide for this type of restriction with
respect to dairy products from Mexi co and Canada.

However, in the absence of such rul es of
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origin, dairy products and dairy ingredi ents produced
in third countries, particularly New Zeal and,
Australia, and nenber countries of the European Uni on,
coul d easily be trans-shipped t hrough Central Anerica
to benefit from the large difference in tariff
treatment afforded products that will qualify for
|iberalized access to the US. nmarket under a
bil ateral agreenent.

This woul d have a significant and negative
inmpact on U S. industries producing like or directly
conpetitive products. Under the nobst scenario dairy
processi ng operations based in Central Anerica could
i nport concentrated storable dairy conponents in the
formof butter oil, hydros mlk fat, skimm |k powder,
and whole m |k powder, as well as products such as
hard cheese for further processing and use them to
produce products such as cheeses of various kinds and
diary containing food preparations and chocolate
preparations to export to the United States.

In the assunmed absence of stringent dairy
specific rules of origin simlar to the NAFTA dairy
rules of origin, these processes would qualify as

origin-conferring substantial transformations enabling
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the resulting products to qualify for duty-free entry
under the ternms of the FTA

Therefore, it iscritical for the support of
the U S dairy industry to any FTA with Centra
Anmerica that the agreenment nust maintain NAFTA rul es
of originfor dairy. Wthout these stringent rul es of
origin the US. dairy industry would have to
reeval uat e our supporting position of the U.S. Central
Anerican Free Trade Agreenent.

Thank you. We appreciate the opportunity to
comment on the matters addressed by this hearing and
we will be happy to answer any questions.

CHAI RPERSON SURO- BREDI E:  The first question
wi |l be asked by the U S. Departnent of Agriculture.

M5. FREEMAN: Thank you for your testinony.
In your view, what U. S dairy products have the nost
potential as exports to Central America?

MS. SCHANTZ: [I'Il start and then I'l| pass
it to Peter. W expect that increased cheese exports
and mlk powders simlar to our success in the
reconbi nati on of powders through Mexico. 1 don't know
if you would like to add anyt hi ng.

DR. VITALIANO. That's pretty nmuch the main
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list. The consuner industry is down in those
countries. They are not at the point where they
inport a |l ot of sophisticated dairy products. WMany of
them are what we <call comodity products, mlk
products, mlk powder |ike for further processing
locally into yogurt and fresh fluid mlk basically
because their local diary industries generally cannot
even produce enough fresh mlk for fluid needs |et
al one a broad array of what we call manufactured dairy
product s.

M5. FREEMAN:. Al so the diary consunption is
not at the take-off stage.

DR, VI TALI ANC CGenerally not in those
countries but it could be aid. The general patternin
devel opi ng countries everywhere is to be substituting
nmore and nore animal protein products for vegetable
sources including dairy. The long-term picture for
diary product consunption is good in alnost al
devel opi ng countri es.

CHAI RPERSON SURO- BREDI E:  The next question
by the U S. Trade Representative.

M5. SYDOW  Good norning. Thank you for

your testinmony. | want to ask a question and foll ow
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up on your comments with respect to rules of origin.
You had nentioned that in the context of NAFTA the
rules of origin require that the mlk be produced in
the country in which the diary product is being
produced and that was sonet hing you would |Iike to see
in the context of these negotiations. Are there any
other characteristics of the NAFTA rules of origin
that have worked well for the diary industry that we
shoul d be | ooking at in this context?

DR VI TALI ANC. Vell, the NAFTA rules of
origin, that's a shorthand way of describing it
because, you know, they are quite technical in terns
of their reference to shifts fromsubheadi ngs. There
is always the question of enforcenment. The rules of
origin for NAFTA are sone of the nost conplex and
tight that you'll find for any comodity.

W have not spent an awful lot of tinme
following up their enforcenent, although if you | ook
at how Mexi co has gone from bei ng basically unable to
fill the TRQs that it had to get to the point where
they are filling them at sone point our industry is
going to be interested in taking a |ook at exactly

what the enforcenent situationis down there. |'mnot
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sure that would be as big a problem for Central
America. They don't have as well developed a diary
i ndustry.

If some mmjor new diary plan was put in
pl ace wi th obvi ous backing for, say, the New Zeal and
diary board -- it's now called sonething else -- it
woul d probably be a little nore obvious than we woul d
have with Mexico. | would say the enforcenent is a
critical issue, particularly when you get things that
conplex and you have -- it's a real challenge for
Custons to adm ni ster those

CHAI RPERSON SURO- BREDI E:  The next question
by the U S. Departnent of Agriculture.

M5. FREENMAN: My question is about the
intra-trade in the Central Anerican countries indairy
pr oduct s. Is that fairly unrestricted or are there
barriers tothe fair internal trade between those five
countries?

DR VITALIANO |I'mnot sure | can really
answer your question because, as | said, our focus is
al ways on sort of trade into and fromthe region but
given that mlk production is fairly low, | would be

surprised if there is an awful |ot of trade between
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the countries. I'"'m not sure the state of trade
barriers. | know they have sone sort of a Centra
Anmerican trade agreenent. |'"'m not sure whether it

addresses dairy.

My guess woul d be that the pattern is that
each country has arelatively small dairy i ndustry and
t hose i ndustries are chal |l enged to supply enough fresh
mlk just for fresh fluid needs and nmaybe sone sinply
manuf actured products in their |ocal markets. There
may be sone tradi ng patterns between the countries but
we're not really famliar with that.

MR, LEAHY: One quick question. Have you
done any econom ¢ anal ysis to show what you think the
potential is in these markets for U S. export?

DR. VI TALIANO Not formal analysis. W've
done a little bit nore in terns of the broader areas,
broader trade agreenents, the WO agreenent and, to a
certain extent, the FTAA. Qite frankly, we woul d put
Central American FTA, as well as the pending one with
Morocco, along the Ilines of relatively nodest
potential markets.

To a certain extent the U S. even though we

face a lot of disadvantages subsidi zed exports from
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the EEU as a major conpetitor, |ow cost exports from
New Zeal and. W have still nmanaged to gain a
significant and, in sone cases, dom nant market share
in a couple of those markets, as Vicki had nentioned.
How nmuch addi tional potential areas? M senseisit's
pretty nodest at this point unless those countries
really start devel oping their consunmer sector.

In that case, the FTAin the broader picture
coul d be very beneficial because while the dairy part
may be nodest, the econom c devel opnent that would
cone from opening the US. market to the nore
i nportant export product from those countries could
very well stimulate the developnent of the | ocal
econom es.

When that happens, the pattern is those
consuners start demanding nore animal products
including dairy. To really do that anal ysis properly
we would have to do an analysis of what the inpact
woul d be in all those other sectors and in the general
econony and that's what we | ook to the I TC and ot hers
to do.

MR. LEAHY: | was |ooking for an easy

answer. Sonetines we need to | ook to your | eadership
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as wel | .

DR. VI TALI ANO Thank you

CHAI RPERSON SURO- BREDI E:  Back t o you, Chet.
O her questions from the panel? If not, thank you
very much for your testinony.

Qur next witness i s Juan Rodriguez and Juan
Quill erno on behal f of Northern Produce. | hope |I got
that right.

MR. RODRI GUEZ: You did, indeed.

CHAI RPERSON  SURO- BREDI E: Thank you
gent | enen.

VMR,  GUI LLERMO Thank you very much for
giving us the opportunity to speak to you today about
an issue that we consider of extrene inportance for
federal trade and investnent in Guatemala for
Aner i cans.

There is a level of |aw essness in what
Guatemala gives inpunity and protection to corrupt
government and private businessnen. This inpunity
lives wthout protection to those who | ack the power
and the connections given to them by the economc
power .

We have been victins of judicial corruption
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and i npunity when we have been defrauded by majority
business partners in Guatemala and refused any
remedi es by the Guatemal an judicial system In the
process of those frauds, our counterparts evaded t axes
and under the proceeds of those frauds.

| denounced those frauds as tax evasi on and
nmoney | aundering to Guatemal a's Attorney General nore
than a year ago but not hi ng was done about it. | went
to Guatemala to reiterate those denunci ati ons not only
to the Attorney General but also to the congress in
several open hearings. Again, nothing has been done
about it. Inthe neantine, the press refused to cover
it and remained in silence even though | have provided
solid evidence of those frauds.

Judi cial corruption is the biggest obstacle
tothe liberalization and globalization of i nvestnents
and trade in the region. W request the United States
to provide dispute settlenment procedures that can be
used to end the inpunity that allows investors I|ike
ourselves to be defrauded in CGuatemal a and makes us
witness to the very noney that was taken fromus with
i npunity being used in the United States to invest in

different corporate forns to avoid seizure.
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It istime to take actions to conbat public
and private corruptionincountries |ike Guatenal a and
to stop the noney |aundering activities that those
corrupt governnent officials and private business
perform with inpunity in many occasions taking
advantage of the United States banking system

We believe that unless this is done, there
wi |l be no chance for fair trade or fair treatnent for
Anerican investors in Cuatenal a.

MR. RODRI GUEZ: And as an exanple, as you
know, | represent Juan Arturo Cutierrez and he is an
exanple of the judicial corruption that exist in
Guat enal a.

W were litigating several corporate i ssues
in Guatemal a and, | dare say, for the first tine ever
that [|'ve ever seen, a Quatemalan court, our
counterparts, were able to get an injunction from a
Guat emal an court preventing us fromseeking redress in
the courts.

What was particul arly amazi ng about that is
that they filed 19 separate | awsuits because t he group
consist of 19 different conpanies. The 19 lawsuits

were blinding assigned to five different judges but
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the five different judges ruled the sane way in
identically worded orders.

When you have five different judges that are
supposedly in fie different courts ruling the sane way
with identical orders, the inescapable conclusion is
that there was collusion. That order was eventually
reversed on appeal to the constitutional court in
Guat enal a.

But just the fact that a court actually
entered an order preventing sonebody from seeking
redress in the court and preventing him from even
filing alawsuit is what is amazing. It is the reason
why we urge the conmttee to consider as part of the
Free Trade Agreenent that i nvestor protections haveto
be i ncl uded. Mandatory arbitration provisions, for
exanpl e, should be avail able so that investors could
seek sonme kind of a protection and not have to depend
upon a judiciary that everybody agrees is ineffective
and corrupt. Are there any questions?

CHAI RPERSON SURO- BREDI E: Yes, we do have
guestions. Thank you. The first question by the U S.
Trade Representative.

MR. FANTQZZI: Yes, thank you. Certainly
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your story is one that is upsetting, | would say.
When you talk about dispute settlenent, and in your
witten statenent you said you were interested in a
robust dispute settlement mechanism you're talking
t hen about i nvestor state di spute settl enent or state-
to-state?

MR,  RCDRI GUEZ: Actually, we're talking
i nvestor state. There has to be sone kind of
alterative di spute nmechanismthat protects investors
and not depend upon a |l ocal judiciary.

MR. FANTQZZI: | see. Also, inyour witten
statenent you talked about achieving neasurable
results and l|iberalizing investnent barriers. What
did you have in mnd as neasurable when you were
tal king about, for exanple, neasurable increase in
foreign investnment or change of |aws?

MR. RODRI GUEZ: One of the ideas that we had
t hought of is a change in the corporate statutes of
these countries. For exanple, these countries do not
provide for protection of mnority sharehol der
i nterest. They don't provide for a purchase of a
mnority shareholder's interest.

Countries |li ke Canada or the United States,
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nost state statutes provide that a mnority
sharehol der that is being oppressed by a mmjority
sharehol der in a corporation can force a buy-out at a
fair price of the shares.

Those types of protections that we have here
do not exist in Latin America. They don't even exi st
in Mexico which is one of the nodel legislations in
corporate protections. That's what we nean, that part
of your negotiations is to demand that those type of
protections exist in |egislation.

MR, FANTQZZI: Thank you

CHAI RPERSON SURO- BREDI E:  Qur next question
is fromthe Departnent of the Treasury.

M5. SANM GUEL: How do you expect that the
specific provisions of a proposed U S capita
agreenent woul d neet your objectives?

MR,  RODRI GUEZ: | think the alternative
di spute resolution nmechanisns would neet our
objectives. R ght now we're been relegated to suing
in Guatenmal a for internal corporate governance i ssues
because that's the only place that we can litigate the
i ssues dealing with the sharehol der protection and

i ssues dealing with annual neetings and that type of
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t hi ng.

We al so have renedies in the United States.
We have sued in federal court in the United States,
District Court of Mam, under the Federal Rico Act
for nmoney | aundering. W have al so sued in the state
courts of Mam, Dade County, seeking attachnents of
assets that we believe are the proceeds of fraud. Qur
obj ectives woul d be nore efficiently nmet if we had an
alternative dispute nechanism like an arbitration
provi sion as part of the agreenent.

M5. SANM GUEL: Actually, | have another
gquestion. You spoke specifically about Guatenal a and
" mwondering if you' ve seen any differences between
the other countries? | nmean, you said that the | egal
framework is probably not as good as or is equa
across the board but I'm wondering if there are any
differences that you' ve noted?

MR,  RODRI GUEZ: I have not noted any
differences. | work very closely with a professor of
international trade and |lawthe University of Florida
Col | ege of Law. Hs nane is Mchael Gordon and
Prof essor Gordon and | when we were t hi nki ng about how

you change the law in Guatemala, we actually did | ook
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at other legislations. There has been sone change in
the corporate code of Mexico to provide nore
protection frommnority sharehol der interest.

In fact, we actually suggested to sone of
our colleagues in other countries that they ought to
| ook to Mexico as an exanple. Oher than Mexico, |
woul d say that they are pretty nmuch all the sane and
they don't provide any type of protection for mnority
shar ehol der s.

MR, FANTQZZI: |'mjust wondering have you
been in contact with the Areri can Enbassy i n Guat enal a
about this issue?

MR. RODRI GUEZ: No, we have not.

MR. FANTQZZI: 1t's somet hing you m ght want
to think about.

CHAI RPERSON SURO- BREDI E: Thank you very
nmuch.

MR. RODRI GUEZ: Thank you.

CHAI RPERSON SURO BREDI E:  The next w tness
is Mchael P. Daniels, International Trade Counsel
Footwear Distributors and Retailers of Anerica.

MR. DANI ELS: Thank you. Menbers of the

commttee, | am Mchael P. Daniels, a consultant to
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the law firmof Sidley, Austin, Gound, and Wod LLP
I"'m International Trade Counsel to the Footwear
Distributors and Retailers of Anerica, FDRA

M. Mangi on, the President of FDRA, is out
of the country. He woul d have testified as he has
before in many of your proceedings but I'mtaking his
pl ace t oday.

FDRA nenbers account for approximately
three-quarters of all footwear sold at retail in the
U S. and the vast bulk of inported footwear into the
US W are pleased to appear today to urge that al
duties on footwear inported into the US. Dbe
elimnated entirely on the first day of inplenentation
of a Free Trade Agreenent between the United States
and Central Anmeri ca.

W nmeke this recommendation for several
reasons. First, with inport penetration of the
footwear sector at 97 percent based on 2001 data,
probably higher if we had 2002 data, duties on
footwear have lost all relevance and have no
commercial significance. This is so because the price
of inported footwear after application of duties is

vastly cheaper than U. S. produced shoes.
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| ndeed, the differential between U. S.
manufactured and inported shoes ranges after
application of U 'S. duties from between 60 percent
lower to 40 percent |ower depending on category.
Clearly U S. producers |long ago |l ost the price battle
with inports and the price adjustnment mechanism
tariffs are, thus, irrelevant and pointl ess.

Second, there's no connection between
continuance of tariffs and U. S. footwear manufacturing
and its jobs. The little remaining U S. shoe
production only survives by differentiating itself on
bases other than price such as brands, product
positioning, size and wdth strategy, and the I|ike.

| ndeed, in its nost recent footwear
i nvestigation involving shoe duties under NAFTA, the
| TC concluded that, "Donestically produced footwear
articles conpete nostly on nonprice factors such as
brand nanes, product quality, and differentiation and
support services. W agree. Eli mnation of duties
wi Il not affect these strategies.

Third, shoe duties are a huge consuner tax.
In 2001 nore than $1.6 billion was paid to the

treasury in shoe duties which anpbunts to sone $3.2
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billion at retail applying normal markups. Wth only
19,800 U. S. workers in the low duty shoe area --
that's non-rubber footwear -- the cost is sone
$107, 000 per job. The job costs in the high duty area
of rubber footwear where there is sone 2,600 shoe
manuf acturing jobs is approxi mately $430, 000 per job.

Fourth, it is clear that the shoe i ndustries
of the five Central American countries are small, have
[imted export capacity and pose no real threat to
remai ning U.S. shoe producers. Duty-free status for
Mexi co, the DBl and sub- Saharan Africa have produced
al nrost nothing in the way of new shoe inports and we
see no reason why duty free status for these new
countries would have any different inpact.

We al so note that the five Central Anerican
countries are part of the Caribbean Basin Initiative
and, thus, enjoy NAFTA parity. Al'l  non-rubber
footwear has zero duties under NAFTA and there is a
consensus in the sector that such footwear should be
zero imedi ately after under the FTA. That is to say,
by all of the relevant associations invol ved.

Zero duties on sone key rubber footwear

itenms, however, do not cone into effect until January
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1, 2008, under NAFTA This includes the 17 itens
enunerated by the Rubber and Plastic Footwear
Manuf acturers Association and five other rubber
footwear itenms which have now been declared by the
Rubber and Pl asti c Footwear Manufacturers Associ ation
not to be manufactured in the U S. This was a letter
subsequent to the accel eration process.

We believe that all of these itens should
have zero duties on the first day of inplenmentation of
this FTA W also believe this FTA could
significantly inprove market access from these
countries for footwear into the U S if the specia
NAFTA rules on country of origin and |ocal content
were not foll owed.

We support the utilization of a country of
origin rule where origin for preference purposes is
conferred by the place of final assenbly. This is the
general U S. rule on country of origin and should
confer the preference in the FTA

The special NAFTA rule for footwear under
whi ch the preference is avail abl e to footwear products
only when the upper is stitched in a NAFTA territory

is necessarily restrictive and has not served U. S.
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sourci ng conpani es very well.

We al so support a local content rule for
footwear set forth in the Generalized System of
Preference, GSP, and in the Africa Gowh and
Qpportunity Act, AGOA Under those provisions a
footwear product qualifies for duty free treatnent
provided that at |east 35 percent of the value is
added in the territory and that as nuch as 15
percentage points of that may be satisfied by U S
mat eri al s.

Thank you very nmuch. | think the nmenbers of
the commttee are famliar with this. W have
testified in DOHA proceedi ngs and FTAA, but | woul d be
pl eased to answer questions to the limt of ny
experti se.

MR. FANTQZZI: Thank you very much. Since
I"mrelatively newto this, I'mnot famliar with it
and found your testinony very interesting.

The first question that we have i s Custons.

M5. SAUCEDA: M. Daniels, you state in your
testinmony that duty-free status for Mexico to CBI and
sub- Saharan African have produced al nost nothing in

the way of new shoe inports. W see no reason why
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duty-free status for these new countries would have
any different inpact.

It was kind of a followup to that
statenment. This is kind of three-pronged. Bear with
me and I'Il be nore than happy to repeat them Do
your nenber conpani es currently purchase footwear from
Central America? If so, a little bit nore
specifically to what extent?

Al t hough you seem to be projecting that
t here woul dn't be nuch of an i npact, would you like to
state why you don't foresee an increase or nmaybe
el aborate a little nore on that, please?

MR. DAN ELS: The answer to the first

question, do the nenber conpanies inport, | will have
to supply that. | don't know. There may be sone
smal |l inports. You want to know how nuch? |[Is that
it?

MS. SAUCEDA:  Yes.

MR. DANI ELS: Okay. That also | would like
to supply at a later tine. The answer to the third
question is, | think, two-part. Nunber one, it's a
gquestion of capacity and the necessity of investnent

to build any kind of capacity that would be
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significant.

It's very doubtful that people would put
investnment noney in this area because it is not as
attractive a manufacturing place as China which has
tremendous expertise, built-in capacity, established
trade patterns, and is extrenely conpetitivein price.

Even with |owcost producers in Central
America whether they will be able to significantly
conpete with China, even with zero duties. It gives
them sone opportunity and there may be sone
possi bility of expanding their exports very nodestly.

| think those are really the answers. But,
you know, our association is in favor of an open
mar ket for footwear so that if they can produce and
have this opportunity, we think they should be given
t he opportunity.

M5. SAUCEDA: Thank you very nuch.

MR, FANTQZZI : Qur next question is from
Commer ce.

MR. DANI ELS: Pardon ne just one second
The | ast questi on was why do we think they couldn't do
it. Is that correct?

MS. SAUCEDA: In support of the statenent
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that you make within your testinony.
MR. DANI ELS: Ckay. We'd be happy to answer
t hat .

M5. SAUCEDA: Thank you.

2

FANTQZZ| : Qur next question is from
Commer ce.

M5. HEI NZEN: M. Daniels, you tal k about in
your witten testinony the special NAFTA rule or
origin for footwear and that it was unnecessarily
restrictive.

MR DANI ELS: Yes.

MS. HEI NZEN. Based on your experience can
you further elaborate on the nature of this
restrictiveness and whether in your viewit has had an
adverse affect on U. S. distributors of these products?

VR. DANI ELS: Yeah. You know, under the
NAFTA rul es 55 percent of the product nust be of NAFTA
origin. The uppers nmust be manufactured in a NAFTA
country. This absolutely precludes uppers comng in
from China, Indonesia, other producers in the Far
East .

It's our belief that this is the only way

that Mexico or the Central Anerican countries could
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possibly enter this market, and that is by inporting
the uppers, assenbling them there, and sendi ng them
into the United States as an assenbly industry.

W think it would be -- you know, this is
where there is the potential for these countries to
cone in and answer your question. Wth these rules
nobody wants to go there really.

V5. HEI NZEN: If as in your proposal al
rubber footwear itens went to zero duties inmediately
upon i nplenentation of the proposed FTA, what would
you expect the inpact to be on the U S. rubber
manuf acturing i ndustry?

MR. DANI ELS: Zero. No i npact what soever
because | don't think, first of all, there would be
large inports from these countries. Secondl vy,
what ever production exist now is conpeting against
Chi na, Indonesia, Thailand, other producers who are
much nore efficient producers and coul d beat out these
prices.

| f they exi st now, they are existing because
of the factors that | enunerated which are style
brand, particularly brand nanmes, size and w dth,

strategy such as bal ance as capitalized on.
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MR.  FANTQZZI : kay. We have anot her
question from Custons.

M5. SAUCEDA: | think you in sone respects
have answered this partially but when | ooking at the
i nportation of shoes fromthe CAFTA countries versus
Asi an producers, you said they cannot conpete even
wWth zero duties but do you have any idea about cost
conpari son between shoes fromthe two countries?

MR. DANIELS: That's very hard. First of
all, I couldn't answer that. | doubt that we could do
that kind of conparison. There is so little in the
way of inports and they are probably different. I
will refer this to M. Mangi on when he conmes back to
see, you know, and try to answer this question.

M5. SAUCEDA: Thank you very nuch.

MS. HElI NZEN: | have another question.
You've given us the inpression that you don't
anticipate this to be a significant area of trade
under the FTA. Correct me if I'mwong. Wuld the
zero duties -- what kind of potential do you think it
woul d devel op for Central Anerica with the zero duties
that you' ve indicated, the duties from the Asian

inports is a cost problem
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MR. DANIELS: 1'mnot sure | understand your
guesti on.

IVS. HEI NZEN: You've indicated that
inporting -- you' ve talked about the duties and

i nporting products and how that is a burden on U. S.
consuners. Then you say you want duty-free treatnent
for this products out of Central America. Do you have
any i dea what inpact that would have on production in
Central Anerica for footwear?

MR. DANIELS: | really don't know. | think
peopl e would explore it very seriously to see if it
was feasible. Peopleinthis trade are always | ooki ng
for other sources and are unconfortable w th having so
much in China. | imgine there would be an
exploration of Central America. What the results of
that investigation would be I don't know

CHAI RPERSON SURO- BREDI E: Thank you very
much, M. Daniels.

MR. DANI ELS: Thank you.

CHAI RPERSON SURO BREDI E:  Qur next w tness
is Jerry Cook, Vice President of International Trade,
Sara Lee Knit Branded Apparel.

MR. COOK: Good norning.
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CHAI RPERSON SURO BREDI E:  Good nor ni ng.

MR. COCK: Thank you for the opportunity to
be here today. My nane is Jerry Cook. | am Vice
President of International Trade for Sara Lee Knit
Branded Apparel. If it's okay with everyone, 1'll
summari ze ny witten coments.

| am here today on behalf of the Busi ness
Coalition for U S.-Central Anerica Trade, of which
Sara Lee is a nenber, and the Emergency Commttee for
American Trade, which serves as a secretariat to the
Coalition and of which Sara Lee is al so a nenber.

I n background, | ama nenber of the | SAC 15
and Sara Lee is a charter nenber of the CTPAC program
with the U S. Custons Service. The Business Coalition
for US. -Central Anmerica Trade is made up of U S
conpanies and associations that support t he
negoti ation of a conprehensive, high-standard, and
comercially-strong Free Trade Agreenent with the
Central Anerican governnents of Costa Rica, E
Sal vador, CGuatenal a, Honduras and Ni caragua.

The Coalition's nenbers represent the
principal sectors of the U S. econony, including

manuf act uri ng, merchandi si ng, processing, publishing,
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services and shipping. You'll hear testinony |ater
this norning fromtw of our nenbers, the Anerican
Apparel and Footwear Association and the Caribbean
Latin Anmerican Action G oup.

| want to highlight the inportance of
negoti ating and i npl enenting a conprehensi ve and hi gh
standard U.S. Central Anmerica Free Trade Agreenent:
The need to proceed quickly with a goal of concl uding
t hese negotiations within the next cal endar year; the
chal | enge of addressing the conplex issues that these
negotiations wll raise; and, fourth, the interest of
the U S. business comunity in working with you and
the Congress during the negotiation and the
i npl enment ati on of high-standard agreenent.

The I nportance of negoti ati ng and
i npl enmenting a conprehensive and high standard U. S. -
Central Anmerican Free Trade Agreenent we believe by
tearing down barriers to the intro-regional trade that
CAFTA would build a vibrant expanding integrated
mar ket place of nearly $34 mllion people with a
conbi ned regional GDP of $56 billion.

By opening markets in the region and

strengthening in the rule of law, a high-standard

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

76

CAFTA woul d tri gger an expansi on of regi onal trade and
investnment flow Central Anerica is our 20th | argest
overall trading partner with total exports and i nports
totaling over $20 billion in trade exceeding U. S
trade with key trading partners such as Australi a,
Sweden, Chile, Russia, and Spain.

Central Anerica also represents our 18th
| ar gest export market on par with such industrialized
countries as Switzerland and Italy. U S. exports to
the region account for over 40 percent of Central
Anmerica' s inports and i nclude a wi de vari ety of goods
and services from electrical machinery, conputers,
motor vehicles, textile apparel, chemcals, food,
agricultural products to financial services and ener gy
servi ces. US investnent in the region already
accounts for half the total foreign investnment in
Central Anerica.

To pronote expanded trade and investnent
with Central Anmerica. Therefore, we strongly support
our negotiator's efforts to achieve a conprehensive
and very high-standard agreenent that focuses on
l'iberalized trade, i nvest nent protection of

intellectual propertyrights, and dismantling barriers
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to trade in goods and services and strengthen
transparency and, nost inportantly, the rule of |aw

Such agreenment would not only expand
opportunity for American conpani es, workers, farners,
inthe Central American countries, but woul d represent
a significant nodel for market opening and greater
| i beralization for the region.

These negotiations also represent a very
uni que opportunity not only for American farners,
busi ness and workers, but also for pronoting the
devel opment, the rule of |law, increase regional
security along a third border.

The Coalition supports our negotiator's
efforts to proceed quickly in the newyear wth a goal
of concludi ng these negotiations as early as cal endar
year 2003 as possi bl e.

Gven close proximty to these countries
that have developed into our third border, it's
critical to help solidify such an economc and
security agreenment in the partnerships that have
al ready hel ped pronote regional stability, denocracy
in market-oriented econom es.

Qur hi gh-standard, commerci al | y-accept abl e
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agreenent is just what is needed to strengthen the
stability and the security wthin our region.
Further, the broader inportance of these negotiations
to set a nodel and help spur market opening and
greater liberalization in the region, include those
negotiations to establish the free trade of the
Anericas which will be | ost of these negotiations are
al l oned to | angui sh.

Thirdly, at the sanme tinme the coalition
believes that such an agreenent nust represent a
conpr ehensi ve and hi gh-standard agreenent. This w ||
requi re addressing sone of the conplex issues in the
ar ea.

One, how best to address the rules of origin
in a manner that wll foster efficient, comercially
based trade flows in a region without conflict under
three different FTAs; NAFTA, Chile, and Central
Aneri ca.

Second, how best to ensure inproved
protection for investnment and intellectual property
when there are al ready concerns about the capacity of
these countries to neet existing commtnents.

Finally, howbest to pronote the rule of | aw
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and U.S. negotiating objectives, priorities in such
sensitive areas as | abor and environnment as required
by the Trade Act of 2002. W believe that our
negoti ators can devel op i nnovati ve and neani ngf ul ways
to deal with these i ssues and i nput fromthe business
sectors and ot hers.

We urge the adm nistration to confront such
conpl ex i ssues early enough to nake a real difference,
particularly in the areas where capacity building
prograns during negotiations could have a significant
i npact .

W also urge the admnistration to seek a
hi gh I evel of conmtnent to serve as a nodel for other
regional trade agreenents. By the creation of a
commerci al |l y vi abl e agreenent t hat oper at es seven days
a week, we believe that CAFTA represents an
opportunity that should not be | ost.

On behal f of the U.S. Business Coalition for
US. -Central Anmerica trade we are ready to work with
the adm nistration, Congress, and a broad public on
ensuring negotiation and inplementation of a
conpr ehensi ve and hi gh-standard agreenent.

CHAI RPERSON SURO- BREDI E: Thank you very
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nmuch.

Qur first questionw || be by the Depart nent
of Commerce.

M5. HEI NZEN: Good norning, M. Cook. Prior
to asking ny question, is it possible for us to get a
specific list of conpanies that are nenbers of your
coalition?

MR, COOK: Sure.

CHAI RPERSON SURO-BREDIE: |I'msorry. Coul d
you e-nai|l that to GBLUEQUSTR. GOV and she'll serve it
to the panel

M5. HEINZEN. In your witten testinony in
addition to the percentage you cite on U.S. inports in
five CAFTA countries that currently enter duty free
under the U S preference prograns, anot her
approximately 30 percent enter duty free under the
normal NFN rate of zero. Wat sectors, therefore, do
you see expanded trade opportunities or tariffs
reduced under the Free Trade Agreenent?

MR COCK: | see it in three parts. One,
certainly the existing prograns today have limtations
on them and the Iimtations both in the short-term

You take the CBTPA legislation that was recently
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passed and enacted by the adm nistration has alimted
life span and al so sonewhat of a narrow useability
where we actually restrict our ability to use US
content in the region because sone of those rules.

The second, which is nore inportant, is by
devel oping a very vibrant process and getting to a
seven-day shipping you can actually enhance the
overall anount of demand because you nove from an
Asian platform which is 30 to 60 days out of
shi pping, to a nearby third-border programwhich just
t he speed of delivery and the product accessibility in
itself would grow within the region

Finally, having the intellectual and
i nvestment protections that conpani es need for making
and protecting their publishing, satellite, TV,
pharmaceuticals, and other intellectual copyrights
makes it a nore attractive place to make that
i nvestnment and to devel op business not only in the
regi on but between the region and the U S

MS. HEI NZEN: Do you have particul ar product
sectors you think the Free Trade Agreenent wll
further enhance?

MR. COOK: | think the CAFTA has the ability
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to enhance quite a fewof them | think you could see
certainly the energy area. | think you could see
certainly in the pharmaceutical area. | think you

coul d see an expanded role in textile and apparel. |
think you'll see an expanded ability of food products,
financial services which would include insurance,
banki ng.

| think you go beyond that and you | ook into
the publishing area to the nedia. There's a variety
of opportunities. The region is extrenely cordial to
U S. corporations and |likew se the U S. has been an
extrenely beneficial of the proximty.

| think, finally, you devel op a third border
security. This is the third border for the United
States and the success that the United States and the
regi ons have over the | ast 15 years has nade it a very
economcally rich area.

CHAI RPERSON SURO- BREDI E:  Qur next question
by the U S. Trade Representative.

MR.  FANTQZZI : Thank vyou. You nentioned
trade capacity building. | actually have a two-part
guestion. You nentioned trade capacity building. O

the problemareas that you listed, do you give any of
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thempriority over others for trade capacity buil di ng,
nunber one? And the second question is do any of the
organi zati ons that you are representing provide sonme
sort of trade capacity building in the region.

MR COOK: On the first question as far as
what areas, | don't think there's any particul ar one
that's sitting there. | think if you -- the nost
inportant factor is protection of the intellectua
property right and the rule of |aw

That ability to have your investnent of
intellectual capital and your shareholder capital
protected creates a trenendous anount of goodw Il and
security for conpanies to go down and invest in the
regi on and devel op and hybrid there between the United
States and Central America because the alternative is
to go further away to Asia, the Md East. | think the
proximty gives a great val ue.

As far as which sectors can you have
capacity buil ding as far as the manufacturing, | think
it pretty much goes across the ganbit. You see today
in the region investnent and nedi cal, pharmaceutical,
textile, apparel, energy. | think unlike other places

in the world, you actually have the ability to
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i ncrease capacity across a broad range fairly quickly
by having the certainty of a permanent trade
agr eenent .

As far as within the group, particularly the
coalition, | think when you look at it on a overall
capacity, the fact that many of the conpanies and
associ ations have nenbers who today are active
investors in the region who have twi n rel ationshi ps.

In our case we have both sales and
manuf acturing i n the regi on where we take product from
Central Anmerica and the United States and it's
exported to 65 other nations is fairly unique in the
world. This is one of the few places you can actually
do that. The absence of a permanent relationship with
the United States, though, has inpacted its ability to
attract that type of inportant investnent.

When you | ook today versus going forward,
Central America has | ost the i nvestnent incentive. It
has had a downward spiral of newinvestnment going into
the region which is from an overall perspective has
created a | ot of the denocracy and soci al and econom c
reforns.

| think we are at a risk by not going
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forward with the CAFTA of creating sonmewhat of not
taking advantage of building the third border of
econom ¢ security which has really been our nainstay
for the | ast 15 years.

MR, FANTQZZI: Thank you

CHAlI RPERSON SURO- BREDI E: Thank you very
much. The next question from the Departnment of
Treasury.

M5. SANM GUEL: The quota systemw || expire
in 2005 and |I'm wondering with regard to Central
Aneri ca what your recommendations are, what we should
take into consideration regarding inplenentation.

MR COOK: Sur e. The quota system as
relates to Central Anmericas is probably sonmewhat of a
nore scarier thing if you're a Central Anerican
econony today for two reasons. One, the extrenely
conplex and litigious rules of origin in the CBI,
particularly using U S. product has resulted in both
capping our ability in the region by the special use
of what are called sub-silos.

For instance, in CBTPA you can only use U. S.
yarn, U S. fabric cut toshiptothe United States, or

you can have in a plant U S. yarn, U S. fabric dyed in
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the United States, cut in the region, sewn with the
U S sewing thread. But you're not allowed to
comm ngl e those two products together although all the
origins qualify which neans that in the regi on we have
denied themthe ability to have flexibility.

The one thing they have i s speed that we've
taken away from them because of the way we've
i npl enmented a ot of rules of origin whichis the main
driving point of being in a region. [It's not bel ow
cost location |ike Asia. Their key advantage as a
region is proximty, capacity, flexibility.

The second part of that is we've not given
them nor have we really done ourselves, justice with
the third border by giving themseven-day flexibility
back and forth between the two econom es.

When | | ook out at 2005 the two pieces, one
is there has to be sinple, practical, commercially
viable rules in textile and apparel. The second one
is the process in which we enforce those rules need to
be trade friendly.

VWhat ' s happened i s that because of the fear
of trans-shipping it's just easier for people when

it's the flip of a coin just to go ahead and go to
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Chi na because we have i ncentived peopl e not to produce
in the region because of the fear of enforcenent and
the cost of litigation so peopleinaflip of the coin
go to China.

Wen | look totheregionto the future, the
t hree bi ggest things we could give themis transparent
rules, easy to admnister the duty-free quota-free
t hey have and gi ve themthe seven-day, 24-hour access
to the United States by running the borders.

Conversely you' re there securing the borders
today. The Custons Service does a wonderful job of
t hat . Gving them the seven-day funding gives the
region that added incentive to be a position of

velocity as conpared to Asia which is tine and

di st ance.

M5. SAUCEDA: May | ask a question?

CHAI RPERSON SURO- BREDI E:  Yes, pl ease.

MS. SAUCEDA: Jerry, in your role at Sara
Lee what are the five countries -- in which of these

five countries do you currently have operations?
MR COOK: In all of them
MS. SAUCEDA: In all five?

MR COK: Ri ght. W're pretty nuch in
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al nost every country in the Caribbean.

CHAI RPERSON SURO BREDI E:  Thank you.

MR, COOK: Sure. Thank you.

CHAI RPERSON SURO BREDI E:  Qur next w tness
is Steve Lamar, Anerican Apparel and Footwear
Associ ati on.

MR. LAMAR:  Good nor ni ng.

CHAI RPERSON  SURO- BREDI E: Wl cone, M.
Lamar .

MR. LAMAR Thank you. On behal f of the
Aneri can Apparel and Footwear Association, the U S
Nat i onal Trade Associ ation, the Apparel and Footwear
| ndustries, I'mpleased to offer cooments on the U S
Central Anmerica Free Trade Agreenent, CAFTA

As a general comment | wuld like to
associate ny remarks with those that you just heard
from Jerry Cook representing the Business Coalition
for U S Central America Trade, a coalition that we've
joined to help advance this very inportant trade
agr eenent .

It's absolutely critical that we swftly
negotiate and inplenent the CAFTA at the earliest

possi ble nonent if we have any hope of devel oping a
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commercially neaningful and permanent relationship
with this region.

M/ witten testinony goes into nore detail
on several key issues fromny nenbers. R ght now I
woul d Ii ke to focus on a few of the high points.

First, the over-arching goal of the CAFTA
should be to provide an efficient neans to
manuf acture, distribute, and service custoner demands
within the U S and the Central Anerican region. The
ability to operate in a transparent and predictable
busi ness environnent, free of all tariff and non-
tariff barriers is paranount.

Second, the final CAFTA agreenent should
explicitly provide docking provisions for those goods
that are currently afforded duty-free entry into the
Cari bbean Basin Trade Partnership Act. Because this
programexpires for beneficiary countries once a CAFTA
woul d take effect, it's inperative that the benefits
conferred by those provisions be captured in a
seanl ess manner -- no pun intended -- by the CAFTA
such t hat conpani es operati ng under those prograns not
experience any gaps in market access.

Third, tariff phase-outs for textile,
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apparel, and footwear products -- by this I'mreally
| ooki ng at non-rubber footwear products -- under the
CAFTA shoul d occur inmediately.

Trade in these products and their various
partnership agreenments has occurred for nearly two
decades. W see no reason to delay full
liberalization of this partnership any further. I n
fact, given the enornous challenges that the textile
and apparel industries wll wundergo in the com ng
years, especially with the elimnation of quota in
2005, we believe the <case for immediate duty
elimnation for those products is even nore
conpel |'i ng.

Fourth, we strongly favor rule of origin
that permts maxi numflexibility for the production of
t hose products under the CAFTA. The goal of the CAFTA
shoul d be to encourage production under the regional
framewor k, not di scourage it through burdensone rul es
as has been the case under NAFTA and, in sone cases,
t he Cari bbean Basi n.

Restrictive rul es whil e appearing to pronote
the use of U S or regional inputs often inpose

restraints that drive production and trade out of the
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free trade area. Qur restrictive approach also
di scourages curul ati ng with ot her countries wi th which
the United States has signed or pursued free or
preferential trade arrangenents.

There currently exist little ability to
accunul ate i nputs, for exanpl e, between the NAFTA, the
Israeli and Jordan FTAs, the various preference
agreenents that are out there. This is a policy that
to us nake little commercial sense. W believe U S
trade policy shouldinterlock those vari ous Free Trade
Agr eenent s, not mutually exclude them through
restrictive rules.

Fifth, the CAFTA shoul d i ncorporate common
sense Custons operations and procedures including
docunentation requirenents which reflect actua
practices of the trade. A conpany should not be
required to keep or file paperwork that i s now kept in
electronic format which is no |onger generated for
legitimate commercial reasons.

Ext raneous paperwork provides |ogistically
obstacles and cost that can greatly undermne the
gai ns associated with the CAFTA. At the sane tinme we

strongly favor harnoni zati on of Custons operations to
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encourage the border-free environnment wthin the
regi on on a 24-hour, seven-day-a-week operation.

Si xth, the final CAFTA should account for
many of the private initiatives through which
conpani es ensure that production occurs using sound,
| abor, and environnental practices. AA itself has
endor sed t he wor | d-w de Responsi bl e Apparel Production
Program which <contains 12 principles that are
nmoni tored through an independent factory inspection
program All five of the CAFTA countries have
endorsed this programas well.

Finally, | strongly believe that the
Dom ni can Republic should be included in the CAFTA
process in some way. Many of our nenbers on both the
apparel and footwear side are producing in the
Dom ni can Republic have been encouraged to do so
t hrough | ong-standing government policy that has
pronoted the entire Cari bbean Basi n.

We are concerned that excluding this country
encourages our nenbers to choose between the DR and
Central Anmerica instead of pronoting partnerships
anong all six of those countries as is currently the

case.
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Wth that, I'mready to answer any questions
that you may have. Thank you

CHAI RPERSON SURO- BREDI E: Thank you very
much, M. Lamar. Qur first question will be by the
U.S. Trade Representative's office.

MR FANTQZZI . Yes. Thank vyou. How
inportant are CAFTA countries to your mnenbers in
conparison wth other <countries that have U S
pr ef erences?

MR. LAMAR. Very inportant. [It's probably
about 15 percent of the apparel we source in the
region. A lot of nmy nmenbership particularly spent a
| ot of tinme going through the Cari bbean Basin putting
ei ther investnment down there or devel opi ng sourcing
partnerships for the |ast several decades respondi ng
to the various government initiatives starting with
the Cari bbean Basininitiative, special access program
t hrough the Cari bbean Basin Trade Partnership Act so
it's very, very inportant for our nenbership.

MR, FANTQZZI: |I'msorry. D d you say 15
percent ?

MR. LAMAR:  Yeah, about 15 percent.

MR, FANTQZZI: Thank you
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MR,  LAMAR: This is 15 percent of all
apparel, for exanple, is sourced down there. Interns
of footwear, obviously it's nmuch, nmuch smaller. Most
of the work cones from China but we do have sone
production in the region, primarily in the Dom nican
Republic. Again, another reason why we would like to
see the Dom nican Republic brought into this frane
work in some way.

MR, FANTQZZI: Thank you

CHAI RPERSON SURO- BREDI E:  The next question
by the Departnent of Commerce.

MS. HEI NZEN: M. Lamar, do you foresee that
nmore of your apparel nenbers trade in econonmc

activity woul d occur with CAFTAIif tariffs were phased

out ? If so, by how much would you expect it to
i ncrease?

MR, LAMAR: | would anticipate it would
grow. | think a lot of it depends upon how quickly

the tariffs are phased out and how usabl e t he event ual
programis. If it's a programthat is not flexible
enough in terns of the rule of origin, or if it
creates -- | think what Jerry was talking about

before, the silo effect of not enough flexibility
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between the different ways you can produce garnments
and footwear down in the region, then that woul d make
it less likely that people would respond to that
initiative.

Agai n, obviously people will be | ooking for
a kind of incentive that woul d be created through the
Custons operations as well. | think the potential is
very great and it just depend upon how we see it cone
through in the delivery and how fast.

CHAI RPERSON SURO- BREDI E:  Question?

M5. SANM GUEL: You just stated previously
that restrictive rules of origin while appearing to
pronote the use of US. or regional inputs nerely
i nposes restraints that drive protection and trade out
of the free trade area. Coul d you perhaps provide
maybe sone specific exanples and discuss thisalittle
bit nmore in detail if possible?

MR. LAMAR. For example, if you can't find
afabricinthe United States, right nowyou' ve got to
go through a short supply procedure to use, for
exanpl e, the Caribbean Basin Trade Partnership Act.
That procedure takes about four nonths fromthe tine

you initiate the petition which is several nonths
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after you have gone through the due diligence to
figure out whether or not the product is even
avai | abl e.

It takes about four nonths to the point
where you actually get a Federal Register notice, a
positive determ nation that you can use it. You nmay
be looking at a process that is six, seven, eight
nmont hs | ong before you can generate the perm ssion to
use an i nput that you can't find in the United States.
By then you may have |ost the season when you were
| ooki ng for the product.

|'ve tal ked to a nunber of nenbers who when
faced with that sort of analysis, they'll say, "Do
want to spend eight nonths trying to figure this out
or do !l want to send ny production to China directly."
They' Il do that. | can follow up with other exanples
for you if you would like through doria who woul d be
happy to do that.

M5. SANM GUEL: Please. That's very good.
Thank you very nuch.

CHAI RPERSON SURO- BREDI E:  The | ast questi on
fromthe Departnent of Conmerce.

V. HEI NZEN: You state that tariff

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

97

phaseouts for textile and apparel and footwear
products under CAFTA woul d occur imediately. Wat
effect do you foresee the tariff phaseouts having on
donmestic manufacturers of apparel garnents and
f oot wear ?

MR. LAMAR |I'mtalking primarily nonrubber
footwear. The nonrubber footwear folks are |argely
offshore so if you are immediately reducing that,
that's a question of shifting production between
countries like China and the Central Anerican
countries. |It's unclear whether we're going to see a
lot or a little or a token anmount on the nonrubber
footwear side, but certainly you' re not going to see
a real inpact in the United States.

For textiles and apparel, | think actually
one of the things that the industry really needs to
see to conpete with 2005 is a great incentive
structure that captures as mnuch of the apparel
production in this hem sphere as possible in that
regi on.

The nore apparel that we are producing in
this hem sphere, the nore denmand you are creating for

US. textile products for cut parts that are -- for
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fabric that's cut in the United States, for findings,
trimmngs, for the yarn that goes into this, for the
cotton that goes into the yarn

The nore production you are stimulating in
this hem sphere, the nore of a market you are creating
for all these U S. inputs. The faster that you can
put this in place, the better that market is going to
be. If that market takes sone tinme to be put in place
on a permanent basis, then you are going to see the
demands of the other sourcing prograns that are out
t here.

As the quotas phase out, other preference
agreenents that are out there start to pull nore of
that production away from the hem sphere into
countries like in Asia or elsewhere. When you do
that, you lose U S. input, cotton, yarn, fabrics
findings, trimmngs, etc. Actually | would say that
if you pronote the acceleration as fast as you
possi bl e can under the CAFTA, then you are probably
going to see a benefit for enploynent for these
i ndustri es.

CHAI RPERSON SURO- BREDI E: O her questions?

Thank you very nuch.
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MR. LAMAR. Thank you.

CHAI RPERSON SURO BREDI E:  The next w tness
is Mtchell Cooper, counsel to the Rubber and Pl astic
Foot wear Manufacturers Associ ati on.

Wel conme, M. Cooper.

MR. COOPER: Good  norni ng. Thi s
i nvestigation, as you know, foll ows upon
investigations dealing with possible Free Trade
Agreenents with Singapore, with Chile, with the free
trade area of the Anmericas countries, wth Taiwan,
with the possible reduction of duties in the DOHA
round, as well as with the elimnation of exceptions
to duty-free treatnment in the Andean Trade Preference
Act .

The Rubber and Pl astic Foot wear
Manuf acturers Association testified before the ITC
and/or the TPSC in each of those investigations. The
argunents we advanced then are equally valid wth
respect to Central Anerica.

If a Free Trade Agreenent with Central
Aneri ca does not nmake an exception for an industry as
hard hit by inports as rubber footwear, the effect of

such an agreenent could be devastating to this
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i ndustry. Low cost conpetition has reached the point
where inports now take up 95 percent of the donestic
mar ket for fabric-upper rubber-sol ed f oot wear and nore
t han 60 percent of the domestic market for protective
f oot wear .

The conpani es which remain in this industry
represent the survival of the fittest. They have
every intention of continuing to produceinthe United
States provided there is no further erosion in their
duty structure and no additional inducenent for them
to shift their production abroad.

Duty-free treatnent for inports from
countries with such a large | abor force and such a | ow
wage base as those in Central America would provide
such an i nducenent.

| would point out to you that every one of
t he conpani es which | represent is an inporter as well
as a donestic producer. Thus far the bal ance of their
i nterest has been in the donestic production of their
footwear. It is for that reason that they are anxi ous
to see no delusion in their tariff structure so they
continue to be producers in this country which is the

country of choice for them
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We are deeply concerned that an agreenent
with Central Anrerica w |l becone a precedent for still
nmore bilateral Free Trade Agreenents. Wat happened
in the Caribbean justifies this concern.

Duty-free treatnment in the CBI where there
had previously been no significant rubber footwear
production resulted in | ess than seven years and an
increase in annual shipnents from that area from
200,000 pairs toin excess of 5mllion pairs. Let ne
put nyself in parenthesis |ong enough to note that
this increase in rubber footwear shipnments fromthe
Cari bbean was principally fromthe Dom ni can Republic.

It also occurred during that period when
there was a requirenment that all conponents of this
footwear had to be produced in this country so that
the blow that rubber footwear has already suffered
fromthat part of the world gives them even greater
pause when they think about the potential for all of
Central Anerica.

Finally, any additional bilateral Free Trade
Agreenent negotiated in the course of the DOHA round
di scussions i s bound to erode our governnent's ability

to satisfy this industry's legitimate needs in that
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mul ti-1lateral negotiation.

The precedent set by any of these bil ateral
agreenents is bound to have sone influence on the
out cone of the DOHA round and that is, of course, the
big concern of this industry whose duties,
incidentally, remained intact because of the w sdom of
the United States Governnent throughout the Kennedy
round, the Tokyo round, and the Uruguay round.

| do want to say one or two additional words
if I may. Since |l |ast appeared before this body, the
presi dent has i ssued hi s st at enent on the
i npl enentation of the Indian Trade Preference Act and
in his wi sdom presunmably gui ded by the special trade
representative, the President accepted fromduty-free
treatnent for the four Andean countries on grounds of
serious inportant penetration probability.

All of the 17 rubber footwear categories
whi ch concern us in the possible negotiation of an
agreenent with Central America, those categories are
listed in the attachnent to ny testinony. They are
the remaining categories of r ubber f oot wear
manufactured in this country.

They are the only itenms to the best of ny
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knowl edge which the President said are so inport
sensitive that they should not receive duty-free
treatment in the ATPA. If that's valid for the ATPA,
| ask you to exercise your wi sdom and your restraint
and your judgnent in comng to a simlar conclusion
with respect to Central Anmerica.

One final point. | regret to tell the
commttee that because of rather significant conflict
| will not be appearing before the committee to
testify about Mdirocco the day after tonorrow. For
what ever confort it may give you, ny testinony would
be identical to what it is today. If you want to ask
any questions about Morocco today, | will be happy to
answer them Thank you.

CHAI RPERSON SURO- BREDI E: Thank you, M.
Cooper. The first question wll be asked by the
Departnent of Conmmerce.

M5. HElI NZEN: Meanwhile, we'll all be
t hi nki ng about questions on Mrocco. In your
testi nony you enphasized the increase of shipnents
from 200,000 pairs to nore than 5 mllion pairs. |
think you indicated that was specifically from the

Dom ni can Republic. Can you give us any nore -- can
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you el aborate further on the reduction of
manufacturing jobs in this industry and if any such
job loss can be attributed to inports from CAFTA?

MR. COOPER | can to back to the early
1970s, al though I have been representing this industry
for a considerably |onger period than that. 1In the
early 1970s there were approxi mately 26, 000 enpl oyees
manuf act uring rubber footwear in this country. They
wer e bei ng manuf act ured by conpanies |i ke U. S. Rubber,
Goodrich, Converse, none of whom is today on the
Aneri can production scene.

In 2001 there was sonet hing | ess than 3, 000
enpl oyees in this industry. That is about where we
are today. In the association that |I represent, which
real ly accounts for the vast majority of productionin
this country, there are five producers, four producers
of wat er proof footwear and one of fabric-upper rubber-
sol ed footwear, nanely New Bal ance.

In addition to that, there are 12 or 13
suppliers to the industry who are in large part
dependent on the continued existence of donestic
production for themto have the ability to sell to the

industry. That's where we are today and that's where
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we have been in the past.

Al of this is attributable to the ease of
inports to penetrate this market in spite of the fact
that this industry has been and renmai ns, thanks to the
restraint shown by our governnent, one of the highest
duty industries in the country.

The reason for all of this, of course, is
that this is a highly | abor intensive industry, |abor
constituting roughly 40 percent of total product.
It's products are not so sophisticated to manufacture
that they can't be done anywhere.

As aresult of this, what's happened is that
i nports have shifted fromJapan where they were at the
begi nni ng of the Kennedy round. Most i nports cane
from Japan. Sone from Hong Kong. They shifted from
Japan to Taiwan to South Korea to Milaysia to
| ndonesi a to the Peopl e's Republic of China and nowto
Vietnam to sone extent, and al so to Mexi co wi t h NAFTA
and Central Anmeri ca.

What's left of the industry is concerned
that a further shift would result with any reduction
in duties. It's the duty which has -- you should

excuse ny coining the phrase -- created sonething of
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a level playing field for those conpanies which
remai n.

MS. HEI NZEN: You' ve already given us an
indication of the state of the U S. rubber footwear
i ndustry. Could you give us what you consider would
be the reduction -- what the effect of the reduction
or the elimnation of tariffs under a CAFTA would
have? The inpact it would have on this industry?

MR. COOPER: Well, again | have to point to
what happened i n t he Dom ni can Republic when duties --
when it wasn't a question of elimnation of duties.
It was a question of elimnation of duties with the
caveat that they continue to use donestic conponents.
That creates the treat fear of what can happen in
Central Anerica.

The conpanion fear is that if you start the
engine running in the direction of elimnation of
duties, as happened already in NAFTA, which set the
precedent for CBI, which seens to have set the
precedent for Central America, this creates the
concern what kind of a precedent wll you be setting
her e. Every one of these agreements is used as an

excuse for a successor agreenent.
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| would tell you, if | may just say this,
that when the Free Trade Agreenent wth Canada was
negotiated, ny clients did not take a position. I
think in part because | thought there was a |ot of
slush in Canada and it would open a market for
Anerican Protective Footwear.

Wage rates were conparable so that wasn't a
matter of grave concern. \Wat did concern them was
what is this going to nean for future agreenents.
Sure enough along cane Mexico. It becane very
inportant if we had Canada and the United States to
conplete this hem sphere.

That |l ed to NAFTA. And then the Cari bbean
countries said, "You're hurting us by letting itens go
duty free from Mexico. You' ve got to do it for us."
W did do it for the CBI. This is the road that we
seemto be on.

|"m not saying that in the interest of
nat i onal policy we shouldn't have Free Trade
Agr eenment s. | am saying that in the interest of
national policy it's inportant to retain snoke stack
i ndustries, however small, but particul arly when there

is an opportunity for growh, and there is in the
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rubber footwear industry if you would let them grow
that you've got to permt exceptions in severe cases
where death is threatened.

CHAlI RPERSON SURO- BREDI E:  Questions?

MS. SAUCEDA: Let ne followup with a couple
of questions, please, M. Cooper.

MR. COOPER  Sure.

MS. SAUCEDA: These 3, 000 enpl oyees that are
| eft producing rubber footwear in the United States,

about how many pairs of shoes do they produce in the

us. ?

MR. COOPER: |"m sorry. | should have
brought those figures with ne. | would rather not
hazard a guess at the nonent. They are divided

certainly between fabric upper and waterproof. The
only fabric-upper producer -- we are confining this
now to 17 categories.

You have to realize we're giving away
because we don't produce themanynore in this country,
not through any great sense of generosity. Vast
vol unes of rubber footwear are no | onger produced in
this country so we have confined it to what is

actual ly being produced.
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The only real fabric-upper producer we're
tal ki ng about is New Bal ance. | can tell you that New
Bal ance has close to 1,500 of the enpl oyees that we're
tal king about when we say 3, 000. They have five
plants in Miine and Massachusetts and a plant in
California that manufacturers exclusively for them
al t hough not owned by them

Then there are the waterproof conpanies in
Rock Island, Illinois, and New Jersey and Littleton,
New Hanpshire, and Bellcanp, Maryland. None of them
woul d have as many as 1, 000 enpl oyees but they are all
here to stay. | should point out that Tingley Rubber,
which is one of these conpanies, has just recently
shifted its civilian production to Mexico because
al t hough i n NAFTA we've got a 15-year phaseout.

Very few industries you get a 15-year
phaseout but that's reached the point where the
bal ance has now tipped and it's wth inporting from
Mexi co. So Tingley does mlitary production in this
country and civilian production now in Mexico.

M5. SAUCEDA: Al right. If you can find
the information on the pairs of shoes and send it to

me, really that woul d be hel pful
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MR COOPER |I'lIl send a copy to Goria.

M5. SAUCEDA: All right. You nentioned that
these conpanies that remain in the United States
t hese rubber footwear conpanies, both are inporters
and exporters.

MR. COOPER: Not exporters. | didn't say
exporters.

MS.  SAUCEDA: Excuse ne. | nporters. Do
they inport conponent materials, just a borage of
different itens, or do they have like a nain type of
thing they do inport?

MR. COOPER: Well, they do everything. I
mean, they do have to inport conponents. In sone
cases they have no choice but to inport conponents
because the i ndustry has shrunk to the poi nt where you
can't get conponents in this country but they inport
the finished products, too, to fill out their product
line and that becones absolutely essential if their
product line is going to be conplete.

M5. SAUCEDA: And the countries from which
t hey inport goods, are there any principal countries
t hat are used?

MR. COOPER: Yes, largely fromthe Far East.
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Largely China.

MS. SAUCEDA: Ckay. Shifting to Central
Anerica for a nonent, does Central Anerican have as a
national resource rubber? |Is there a |ot of rubber
manufacturing in Central America currently? Do you
know t hat ?

MR COOPER: | can't tell you. | don't know
that answer to that question. | don't know that the
Dom ni can Republic had any of these natural resources
either. Maybe they do. I'msorry. | just don't know
t he answer to that.

M5. SAUCEDA: Ckay. All right. Thank you
very nmuch.

CHAI RPERSON SURO- BREDI E: | have a questi on,
M. Cooper. For mlitary use are shoes required to be
produced in the United States?

MR. COOPER: Are shoes what?

CHAI RPERSON SURO- BREDI E:  Shoes for mlitary
use required to be produced in the United states?

MR COOPER |'msorry?

CHAI RPERSON SURO- BREDI E:  For mlitary.

MR. COOPER: | know. For mlitary use, yes.

Sure. There are mlitary contracts particularly for
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things |like cold weather boots. |In one case chem cal
protection boots. There is a significant anmount, |
shoul d say, of production being done for the mlitary
by the wat er proof producers.

CHAlI RPERSON SURO- BREDI E: Are there any
ot her questions?

We have an additional question from the
Department of Treasury.

MR. COOPER:  Sure.

M5. SANM GUEL: | was just curious what the
current |level of inports fromCentral Anerica are.

MR. COOPER: From Central America thus far
virtually none. | would have said the sanme thing
before CBI -2 about the Cari bbean, about the Dom ni can
Republ i c.

M5. SANM GUEL: Thank you.

CHAI RPERSON SURO- BREDI E:  One nor e questi on.
Can you expl ain why the Dom ni can Republic becane the
center of all shoe production?

MR. COOPER: Conpared to other countries it
had a |l arge | abor force. There was one conpany down
there which was in the business. It had plants in the

United States. This was Carter Footwear which no
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| onger exist for other reasons. It had plants in the
United States and in the Dom ni can Republi c.

When duties were elimnated, it was very
easy for Carter to expand its production in the
Dom ni can Republic. The | abor force was there and t he
| abor force expanded and it's a relatively easy
product, as | say, to manufacture so other conpanies
began to manufacture there. There is also sone
production in Honduras but nothing conpared to what
was happening -- what has happened in the Dom ni can
Republ i c.

CHAI RPERSON SURO- BREDI E:  Thank you. There
are no further questions. Thank you very nuch.

MR. COOPER.  Thank you.

CHAI RPERSON SURO BREDI E:  Qur next w tness
is Lauren Perez for the Anerican Free Trade
Associ ation. Thank you very nuch.

M5. PEREZ: On behalf of the Anmerican Free
Trade Associ ation, AFTA, | ampleased to present this
testinmony to the Ofice of the United States Trade
Representative on the proposed Central America Free
Trade Agreenent (CAFTA).

AFTA is an incorporated, not-for-profit
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trade association representing the legitimte needs
and interests of the donestic parallel rmarket
i ndustry. Supported by U.S. |aws the parallel market
supplies U S. consuners wi th genui ne products that may
not other be available and forces U S. manufacturers
to offer price incentives t potential purchasers
resultinginconpetitive pricingthroughout the gl obe.

The Central Anerica FTA presents the USTR
with the enornous task of providing our |esser-
devel oped nei ghbors with the i nvest nent and | eader ship
uni quely available through an association with the
United States of Anerica. There is no better nethod
of acconplishing such a Hercul ean task than by relying
upon the freedons available under U S. l|aw as the
nodel to pronote conpetition and free trade t hroughout
t he hem sphere.

| mportantly, US. laws police but do not
prohibit the activities conducted by AFTA' s nmenbers.
AFTA urges that the Central Anerica FTA not
intentionally restrict or elimnate this legitimte
paral l el market industry. Parall el market trade is
supported by existing U S. | aw, benefits consuners of

all potential trading partners, and facilitates a
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freely conpetitive hem spheric market pl ace.

The fact s that U S law protects
intell ectual property owners, their authorized
distributors and legitimate wunauthorized product
distributors that do not infringe wupon those
proprietary rights.

To negotiate provisions in any FTA that do
not reflect the rights, limtations and freedons
currently affirmed by judicial interpretation of U S.
intellectual property |aw would disrupt the
existing marketplace to the detrinment of the
legitimate interests of consuners, retailers and
di stributors in both the United States and our Central
Anerican tradi ng partners.

Qur nenbers are concerned that the Jordan
FTAwW Il serve as a nodel to change United States | aw,
and that of our trading partners, so that negoti ated
FTA' s, such as the proposed Central Anerican
agreenent, wll elimnate trade which today is | awful .

The Jordan FTA, negotiated under a forner
Adm ni stration, contains a provision that, w thout a
doubt and with no possibility of msinterpretation,

overturns a holding of the U S. Suprene Court.
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In 1998, the U S. Suprene Court, in Quality
King v. L 'Anza Research held that U S. copyright | aw
could not be relied upon to bar inportation of genuine
copies, even if the U S. copyright owner did not
authorize their inportation into the United States.

Wil e the Suprene Court expressly declined
to make a ruling binding upon foreign-nmde genui ne
articles since that was not the case before it, the
Court did expressly opine on two very inportant
I ssues.

The first was that its ruling was as bi ndi ng
upon books and sound recordings as it was upon shanpoo
| abel s and, second, that U S. |aw did not support the
i nport prohibitions on copyrighted products cont ai ned
w thin several FTAs entered into by the Adm nistration
before the date of the opinion.

How is it, then, that the Jordan FTA,
negotiated after that ruling, expressly prohibits
unaut hori zed inportation of copyrighted books and
sound recordi ngs, anong ot her goods? And howis it,
then, that this Admnistration can turn to this
exi sting Jordan FTA as the starting point for others

-fully commtted to its belief that the Jordan FTA

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

117

only reflects U S. | aw and does not contradict it, or
even reinterpret it?

One case which may be easily reinterpreted
to support a theory of inport prohibitions on
copyrighted products is the 1983 G venchy case. In
1983, the Ninth Grcuit held that G venchy had the
right to bar inportation of foreign-manufactured

perfumes (G venchy v. Drug Enporium.

| mportantly, however, the Court opinionvery
clearly indicates that nothing in US. statutory
history supports a finding that the place of
manufacture of an article is relevant to whether or
not donestic copyrights are exhausted. Rat her, the
measur e of exhaustion rests on whether or not the U S.
copyri ght owner has received a "just reward"” for his
creation. In the case before it, Gvenchy had not.

It is inappropriate for the Adm nistration
or anyone else to rely upon the G venchy case to
support a policy barring inportation of foreign-nmade
copyrighted products. To do so, would be to
intentionally ignore the contents of the opinion in
favor of the last sentence only. And were that the

sol e pur pose of judicial proceedings, then there would

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

118

be no need for published opinions at all.

These exanples of negotiated FTAs and
bi |l ateral trade agreenents which are inconsistent with
existing US. IPlawis very inportant in light of the
fact that there is a growing concern that the U S
wi |l propose | anguage in future FTAs which woul d not
only prohibit unauthorized i nportation of copyrighted
products, but also of patented products, under the
m st aken assunption that these restraints reflect
existing U S |aw

In fact, U S. patent |aw does not include a
provi sion expressly prohibiting parallel inports of
patented goods. U. S. lawallows U S. patent owners to
take certain steps to control disposition of their
patented articles during the Ilimted term of
perm ssi bl e nonopol y.

Through express notice to purchasers or
licensees, U S. patent owners can undertake measures
to ensure that the patented itens are only sold in
certain territories, to certain parties or upon
certain terns. Wthout such express notice the U S
Suprene Court has |long and consistently held that no

such right to restrain subsequent alienation is
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permtted under U.S. patent |aw.

To i npl enent FTAs negating the need for U. S.
patent owners to take any such express actions
indicating their intention to |imt subsequent
di sposition of their patented articles is to assune
t hat patent ownershipis aright that nust be enforced
by the governnent instead of a privilege that is of
particular value only to its owner.

We are aware of two Suprene Court cases that
mght be relied upon to support an alterative
interpretation of U S. patent law. But, in fact, both
of these cases support AFTA's position that U S
patent law clearly holds that any product sold,
W thout restriction, by the U S. patent owner or under
his authority, regardless of place of such sale,
exhausts the nonopoly rights of that U S. patent owner
as guaranteed under U. S. patent |aw

First, in Doesch v. Guff 133 U S. 697

(1890), the U. S. Suprenme Court held that a product
sold outside of the United States by the owner of the
Cerman patent rights could not be inported into the
United States w thout authorization of the unrel ated

U S. patent owner. The Court did not address the
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question of inportation of a product sol d abroad under
authority of the U S. patent owner.

Accordingly, the Court's holding that
license by the U.S. patent owner was required i n order
to inport the products sold abroad by the unrel ated
German patent owner is not dispositive of the issue at
hand nor is it a reflection that U S. patent |aw
prohibits parallel inports of products sold abroad

with the blessing of the U S. patent owner.

Second in Jazz Photo v. Fuji Film(2001) the
U S. Suprenme Court refused to grant certiorari in a
case in which the Court of Appeals for the Federa
Crcuit held only that products first sold in the
United States exhausted the donmestic patent rights.

However, this decision was driven by a | ack
of evidence that the U S. patent owner had realized
any benefit from the first sale of the products
outside of the United States; the CAFC had no
information before it to indicate that the sales
abroad had, in fact, been authorized by the US.
pat ent owner. The Departnent of Justice, in fact,
conceded to the Suprene Court that the | ower Court had

no testinony, brief or data to support its unexpected
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ruling on this issue.

Accordingly, neither of these cases can be
hel d as precedent to permt an outright prohibition on
the inportation of unauthorized patented goods and
both should only be relied upon to confirm existing
U S lawthat prohibits inports of patented goods sold
overseas w thout authorization or license from the
U S. patent owner.

There is an equally conpelling practica
reason to avoid barring all unauthorized inports of
patented goods. This would require all inporters,
distributors and retailers to ascertain whet her each,
and every, patented conponent of a finished product is
aut hori zed by the donestic patent rights hol der prior
to inport or sale.

For exanple, an engine manufactured in
Britain. Patented Part A cones from Mexico, Patented
Part B cones fromlndia and yet still another Patented
Part is sourced fromJapan. Back in England all these
Patented Parts A, B and C are put together into an
engi ne for export to the United States.

But what iif the US. patent owner of

Patented Part A doesn't want its part sold in the
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US ? My it granted U.S. rights toits Patented Part
Ato a different manufacturing entity? Does he then
have the right to sue the U S. inporter or ultimate
retailer of the finished engine for pat ent
infringenment even if there is no conceivable nethod
for the U.S. inporter or retailer to have known that
Patented Part A was even a conponent of the finished
engi ne product?

O what if the British manufacturer was told
of no restriction as to use of Patented Part A and so
felt freetoincorporateit into an engine for sale to
the United States? What if a fragrance product is
manuf actured in France and put into a punp spray type
of bottle subject to a U S. design patent?

WI1l the owner of that design patent have
the right to prohibit donestic inportation of the
perfume even if it consented to the filling of the
bottle in France with that particular perfune and
pl aced no restriction on its inportation?

CHAI RPERSON SURO- BREDI E:  Ms. Perez, please
sunmari ze.

MS. PEREZ: Ckay. The fact is that the

gl obal econony, supports and needs a conpetition
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provided by the parallel marketplace. The parallel
mar ket provi des consuners wi th equal access to branded
goods and guarantees incentives for manufacturers to
engage in conpetitive pricing practices.

The conplex balance in today's U S. |aw
between the rights of IP owners and of inporters,
di stributors and consuners should not be altered in a
regional FTAto the detrinent of the trade governed by
t hat agreenent.

We sincerely appreciates the opportunity to
present its views before the USTR today. Open to
gquesti ons.

CHAI RPERSON SURO- BREDI E:  Thank you. 1"l
ask the first question. Could you tell us a little
bit about the nenbers of the American Free Trade
Associ ation?

M5. PEREZ: The written testinony goes into
alittle nore detail than | gave. The Anerican Free
Trade Associ ati on has been around for about 20 years.
Its menber s i ncl ude retailers, i nporters,
di stributors, and wholesalers involved in the
legitimate activities of the donestic parallel

mar ket pl ace.
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The particular nmenbers of AFTA actually
j oi ned the associ ation al nost for the express purpose
of having a central resource to keep up and nonitor
the state of the lawful activity in this country to
make sure that its activities remain within the
regul ations permtted under U S. |aw And to also
keep abreast of what's going on internationally. For
that reason sone of you here may have noticed that
AFTA has beconme very vocal and visible in the FTA
heari ngs.

CHAI RPERSON SURO- BREDI E:  Thank you. | have
an addi ti onal question. Did | hear correctly that you
said a patent is not a right?

M5. PEREZ: A patent is a privilege. It's
alimted nonopoly that we believe is a privilege and
not a right. The distinction that we drawis that a
right is you have a right to free speech and the
government enforces that right. A privilege is
sonething that is of particular value to its owner.

U S |aw says that owners of the nonopoly
provided by U S. patent rights have the ability to
expressly say how they want their products

distributed. |[If they don't exercise that privilege,
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then it's not up to the governnment to do it for them

CHAI RPERSON SURO- BREDI E: Don't you agree
t hat the governnent enforces the right of patients in
the United States?

M5. PEREZ: The Governnent enforces the
rights of patent |aw but one of the rights under U. S.
law is the right of the patent owner to expressly
advise if it wishes restrictions on the subsequent
distribution of their goods. If they don't avail
thenmsel ves of the opportunity to nake that kind of
express notice, then they i s nothing under U. S. patent
|l aw that gives themthe right to do it later.

CHAI RPERSON SURO BREDI E:  Thank you. Does
anyone el se have any questions? Thank you.

Qur next wtness is Maureen Smth, Vice
President, International Anmerican Forest and Paper
Associ ati on.

M5. SM TH. Thank you very much. | amvery
pl eased to provide views today on the negotiation of
the U S. Central Anerica Integrated SystemFree Trade
Agreenent, particularly wth regard to forest and
paper products, but also to refer to the interest of

the Zero Tariff Coalition in these negotiations.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

126

The Aneri can For est and Paper Associationis
the National Trade Association of the forest, pulp,
paper, and paperboard and wood products i ndustry. The
vital national industry that |I represent accounts for
si x percent of total U. S. manufacturing shipnments. W
enpl oy approximately 1.5 m | lion people wi th an annual
estimated payroll of $50 billion and sales in excess
of $250 billion.

Export sales are an inportant source of
i ncone and growt h for our conpanies. But our ability
to export 1is hanpered by tariffs and nontariff
measures in many world regions including Central
Amrerica. Wth a growing and increasingly urbanized
popul ation in close proximty to the U S. production
base the CS countries should grow as a market for
U.S. wood and paper products.

However, in the face of increasing nunbers
of trade agreenents between C'S countries and our
maj or conpetitors, particularly Canada, and with high
tariffs and nontariff measures, the region's market
potential is greatly dimnished.

Early elimnation of tariffs and nontariff

measures by CI'S countries is essential if the US
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forest products industry is to conpete on an equa
footing in the region.

An FTA agreenent that allows for partial
reductions, |ong phase-out periods for tariffs, or
that doesn't elimnate all nontariff neasures wll
only provide partial economc and trade benefits to
the U S f or est products industry and, nost
inportantly, |leave us at a conpetitive disadvantage
vis-a-vis other regional suppliers.

Most U. S. paper and wood tariffs are free
with the remai nder being under 1.5 percent for paper
and wunder 8 percent for high value-added wood
products. However, all paper and wood products from
ClS countries enter the U S. duty free under GSP

In contrast, CI'S countries main tariffs
rangi ng up to 15 percent on forest products. This is
before the inport tax and required |IVA or sales tax
which usually hovers between 15 and 13 percent.
Furthernmore, CIS countries -- this is one of the
themes that 1'mgoing to be repeating in ny statenent
-- CS countries do not inpose tariffs on product
entering from nei ghboring Central American countries

giving our rising conpetitors such as Honduras,
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particularly in the wood products area, an advantage
in the market place.

It is difficult for U S paper and wood
products to be conpetitive unl ess our tradi ng partners
elimnate their tariffs as soon as possi ble. W woul d
argue that early elimnation of CIStariffs is needed
to put U S. forest product suppliers on a nore equal
footing with conpetitors fromcountries with whomthe
CIS has, or anticipates, having preferential trade
arrangenents.

AF&PA, therefore, urges conplete elimnation
of tariffs on wod and paper products in any
negotiations wth CS. A practical way for this
negoti ation to proceed is to achieve i medi ate tariff
elimnation on a package of sectors imrediately on
i npl enentation of force of the FTA. AF&PA urges the
i ncl usi on of wood and paper products in this i medi ate
tariff elimnating basket.

The base race from which tariffs would be
phased out should be the current applied rate rather
than the TWO boundary. Specifically the base tariff
shoul d be either the MFN rate or the applied rate of

other preferential agreenents. For exanple, the
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Canada/ Costa Rica FTA, whichever is |ower.

The main point that | want to neke
conceptual ly about this agreenent is for U S. based
forest products industry the strategic inperative in
Cl S negotiations and, indeed, |ooking beyond that to
the FTAA is that we cannot be placed at a
di sadvantage vis-a-vis our Canadian conpetitors in
t hi s hem sphere.

This is an industry. Forest products is an
i ndustry where the U S. conpetes head to head with
suppliers from Canada and as Canada has gai ned a | ead
on us in the negotiation of FTAA whi ch pl aces us today
at a conpetitive di sadvantage, the nmain objective for
our industry has to be to bridge that gap so that we
are not at a perpetual di sadvantage as these FTAs are
i npl enent ed.

Just to take a case in point, the
Canada/ Chil e FTAA essentially gave Canada i mmedi ate
zero tariff on wood and paper products while at that
point when it entered into force, the U S. continued
to pay the 8 percent across the board Chilean tariff.

| medi ately on enteringinto force, the U. S.

share of Chile's paper inports dropped from30 percent
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in "97 to 11 percent in 2001. U S. exports of wood
products fell to 25 percent. The bottomline is that
Wi thin tw years of the inplenment comng into force of
t hat agreenment, our industry lost $100 mllion a year
in sales.

Again, to kind of draw the circle, our
objective in these negotiations is that we've got to
catch up with the Canadians because this is an
i ndustry where we just conpete head to head. |If there
is aremining differential between the tariff that
t he Canadi an product has to pay and the U S. product
has to pay, there is absolutely no question of who is
going to get that business.

In addition to its FTA with Costa Rica,
Canada is negotiating an FTAwith the other four C S
countries. Negotiations onthe Canada/ Central Anmerica
four FTA could be conpleted as early as the end of
this year.

In addition to the Central Anmerican FTAs,
ot her FTAs that further undermne U S. wood and paper
i ndustry conpetitiveness in this area are: ' ve
already nentioned the Canada/Chile FTA, t he

Chil e/ Costa Rica FTA, the Chile/ El Sal vador FTA, and
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then the CACM which includes all the CI'S countries.

| would like to, if | could, also refer to
the Zero Tariff Coalition. The American Forest and
Paper Associ ation has been a vigorous participant in
the Zero Tariff Coalition of the National Association
of Manufacturers.

This coalition now represents nore than 24
sectors accounting for nore than $300 billion in U S.
exports. The coalition believes that Cl S negotiations
and t he FTAA negoti ati ons can conpl enent mar ket access
negotiations in the WO and, to the extent they can
denonstrate the benefits of a sectorial approach to
early tariff |iberalization, they can actually serve
as an inpetus to achieving an anbitious result in the
WO, let sort of conpetitive liberalization dynam c.

G ven that the objective in both the C S and
the FTAus the conplete elimnation of tariffs between
the parties, we believe these negotiations offer an
i deal opportunity to pursue sectorial tariff
i beralization approaches based on the U S. sectors
which have indicated a willingness to go to zero
imedi ately, as well as sectors which mght be

nom nat ed by our trading partners.
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Again, | appreciate this opportunity very
much and | would be pleased to answer any questions
you may have. Thank you

CHAI RPERSON SURO- BREDI E: Thank you very
nmuch.

The first question wll be asked by the
Comrer ce Departnent, please.

M5. HElI NZEN:  You' ve spoken at | ength about
the tariff barriers and nmentioned nontariff barriers.
Can you el aborate on what type of nontariff barriers
there are?

M5. SMTH. The nontariff barriers are nost
preval ent and sort of easiest to point to on wood
products as opposed to paper products. In the wood
products area, they are standards which are
di scrim natory standards, construction codes. Also we
have concerns with the inplenentation of sone of the
specific SPS requirenents. | can provide the
commttee with additional details on those. Sone of
them are pretty specific.

M5. HEI NZEN: That woul d be great.

M5. SMTH. | can do that.

M5. HEI NZEN:  Thank you.
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CHAI RPERSON SURO BREDI E:  The next questi on
by USTR

MR, FANTQZZI : Right. Two-part question
One is is your nain conpetitor. That is, is the main
conpetitor of the American industry in the Centra
American countries Canada or is it donestic production
or sone other country? That's one question.

The other is do you have an estimte of
either interns of market share or in dollar terns how
much the U S. industry stands to |ose if Canada, or
when Canada goes to zero tariffs with the Centra
Anerican countries?

M5. SMTH. The main conpetitor is Canada.
| nmean, Canada is a huge forest products i ndustry. As
| said, many of the characteristics of our products
are very simlar since they cone from basically the
sanme forest area. The quality 1is definitely
conparable. W have a | ot of cross-border ownership.

If you are, for exanple, looking at a
product from Wayerhauser, if the Canadian product
enters at zero tariff and the U S. product enters at
an 8 percent tariff, again referring to Chile, there

is absolutely no question of where you are going to
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source your product.

It would be different if we had a conpetitor
in the area that had sone either quality problens or
delivery problens or different characteristics to the
product based on the fiber source but that doesn't
exist wth Canada. Canada is our nunber one
conpetitor. That is why we have not put nunbers on
what our | oss woul d be.

It is easy to see that it's going to be
substantial assumng people respond to econonmc
notivation. Again, we just use the Chile exanple as
an indicator that change in our share of the market
was absol utely coincident wwth the entry into force of
t he FTA

MS. BOW E- VH TMAN: Do you think that is
| ost market share forever or that once an agreenent
m ght come into force between the United States and
Chile it could be reversed?

M5. SM TH: It's difficult to recoop a
market. Once you've lost it you enter into |long-term
contracts. There is a spot or conponent to our trade
SO --

CHAI RPERSON SURC- BREDI E:  But presumably for
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those conpanies that are jointly held, they could
shift manufacture back to the United States once the
tariffs were equal.

M5. SM TH: Certainly. | didn't nean to
hol d up t he paradi gmof WAayer hauser as an exanple. M
point was that interns of the U S. manufacturing base
inthis particular industry, our conpetitionis comng
fromCanada and that is why we've got to catch up with
t he Canadi ans and that has to be our objective.

CHAI RPERSON  SURO- BREDI E: Excuse nmy
i gnorance. Have t he Canadi ans begun negotiations with
Central Anerica?

M5. SMTH.  Well, ny understanding is that
t hey have begun t hose negoti ations. The predictionis
that it could be conpleted as nearly as the -- as
early as the end of this year.

M5. BOW E-VWH TMAN: 20027

M5, SM TH: That's -- | nmean, you guys
certainly know that better than do we, but that's our
understanding. W are in touch with our counterparts
in Canada and they don't find that to be an
unr easonabl e esti nat e.

CHAI RPERSON SURO- BREDI E: Commer ce
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Depart nent .

M5. HEINZEN. | just may have m ssed this.
You' ve enphasized that Canada is a conpetitor. l's
there a forest industry or paper industry at all in

Central Anerica?

M5. SM TH. For exanple, Honduras is a good
conpetitor and grow ng conpetitor in the wood side.
| refer to the Chile/Costa R ca FTA and the Chile/El
Sal vador FTAs because, again, Chile is an inportant
forest products producing country and, agai n,
particul arly export oriented inthe wood products area
and very aggressively being export oriented in the
wood products area.

CHAI RPERSON SURO- BREDI E: Thank you very
nmuch.

M5. SMTH.  Thank you.

CHAI RPERSON SURO BREDI E:  Qur next w tness
is M. Francis Ubany, Vice President, I|nternational
Bel | Sout h.

Wl cone.

MR, URBANY: Good nor ni ng. It's still
nmorning for a few m nutes.

Wl |, thank you very much for the
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opportunity to neet wth you today and present
testinony on behalf of Bell South Corporation. My
name 1is Frank Urbany. I'"'m Vice President for
International Affairs. Bell South is an Atl anta based
corporation and enploys over 80,000 people in the
United States.

We operate in nine southeastern states in
the United States. W al so operate in 11 countries in
Latin Anerica. In fact, we are the l|argest U S
t el ecommuni cati ons operator in Latin Amrerica and one
of the largest U S. direct foreign investors in the
regi on.

W have been commtted to Latin Anmerica
since the 1989 opening in Argentina, Argentina's
t el ecommuni cati ons narket. W own and operate
W rel ess properties throughout the region. Even with
the recent econom c downturn and the perception of a
turn towards popul ous governnments, we continue to see
significant opportunities for sharehol ders over the
mediumto long term

W renmai n strong supporters of U. S. policies
designed to support denocracy, open nmarkets, and

achieve long-termpartnership in the region including
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the idea of a trade agreenent with Central Anerica.

In the five nations under consideration, we
maintain wireless properties in both N caragua and
Guatemala with a total investnent approaching $150
mllion. W also own and operate a wi rel ess property
i n Panama and woul d support an excision clause in the
CAFTA to the final agreenent if that proved to be a
prudent course of action.

Qur witten filings det ai | t he
t el ecommuni cati on services and i nvestnent provisions
we would like to see incorporated into a final
agr eenment including privatization of remai ni ng
gover nnent - owned tel ecom properties, for exanple, in
Costa Rica. | stress fully independent national
regul atory structures.

At bottom we would be fully supportive of
provisions that are consistent with the basic WO
agreenent on telecomunications and its reference
paper with respect to tel ecommuni cations. |ndeed, we
woul d call for each party that has not al ready done so
to agree to abide by the WO provisions already in
force before the new CAFTA agreenent is inplenmented

Even so, we are dismayed that at |east two
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of the countries set to participate in negotiations
with the United States, N caragua and CGuatenal a, have
proven thenselves unable or unwilling to neet their
obligations to U.S. direct foreigninvestors including
Bel | Sout h.

Ni caragua in particular has taken anti-
conpetitive and nontransparent actions in direct
contravention of the letter and spirit of the
agreenent governing Bell South's investnents. Despite
i ntense efforts by the conpany i ncl udi ng exhausti on of
| ocal renedies, we have been unable to have these
matters resol ved. I ndeed, we have requested
international arbitration but efforts torealize this
course of action have been unproductive to date.

As a result, we are conpelled to request
that the benefits under a Free Trade Agreenent wth
Central Anerica be denied to N caragua until the
governnment of Nicaragua takes concrete steps to
inprove the investnent climte by resolving our
di sput e which could include referral of the dispute to
international arbitration. For this to occur we would
then be supportive of a Free Trade Agreenent that

i ncl udes N caragua.
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Simlarly, in Guatemal a the governnent has
not nmet its commtnents to current investors. In our
case the incunmbent telecommunications provider 1is
engaging in anti-conpetitive practices including
cross-subsidi zation and is applying discrimnatory
rates and conditions for access toits interconnection
facilities. This matter al so needs to be cleared up
prior to the provision of additional trade benefits
for Guatenal a.

Now, in conclusionlet nereiterate that our
conpany strongly supports the i dea of trade expansi on
with Central Anerica. Expanded trade with the United
States supports comercial activities and inproves
national well being. It is also reward for Centra
Aneri can nations and shoul d not be granted absent the
protection of the rights of current U S. investors
i ncl udi ng Bel |l Sout h.

Thank you for the opportunity to testify
here this norning and present these observations. |
woul d be happy to take any questions that you may
have.

CHAI RPERSON SURO- BREDI E: Thank you, M.

Urbany. The first question will be by USTR
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MR. FANTQZZI: Thank you. | wondered if you
had any comment about the nonopoly situation in Costa
Ri ca?

MR. URBANY: Well, yes. W would like to
see the nonopoly be converted into a privatized
corporation in an environnent t hat pr onot es
conpetition. W would want to nove beyond
substituting a governnent nonopoly with the private
monopoly. We would like to see an environnent that
creates conpetition.

MR. FANTQZZI: Al so you had nmentioned that
t here was probl ens with national regulatory structures
in Central Anmerica. You have referred to sone
problenms with contracts. Are there other issues?

MR, URBANY: Well, there's a general issue
with regulatory structures of having transparency in
t he process. There are often tines two arbitrary
interpretations and |lack of respect for the |aw of
contract under the guise of regul atory decisions. W
would like to see the regul atory agencies pronote an
envi ronnent conducive to conpetition.

| rmust say that too often in dealing

overseas we find that rhetoric deeds don't match the

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

142

rhetoric. The reference paper from the WO
negotiations provides, we believe, a very good
framewor k because, anong other things, it enphasizes
the need for an independent regul ator.

MR, FANTQZZI: Thank you

M5. BON E-VWH TMAN: Are you active in either
El Sal vador or Honduras?

MR. URBANY: No, we're not. We're not. But
we woul d anticipate in this CAFTA that there would be
probably a chapter or a section on tel econmuni cati ons
that would apply to all. Wth respect to El Sal vador
and Hondur as, both of those countries have signatories
to the WO basic tel ecomruni cations agreenent and a
reference paper that is associated with that.

CHAI RPERSON SURO- BREDI E:  Treasury.

M5. SANM GUEL: |' mwondering what capacity
building could be used to help aneliorate the
situation and what we could do to nmmke investnent
climate in the |legal framework better.

MR, URBANY: well, | think so far as
capacity building, | believe there is an issue. As
t hese countri es have opened up their markets and have

created regul atory agencies, they have not been able
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at this point toput insufficiently strong regul atory
agenci es.

To the extent that U S regulators, the
Federal Communications Comm ssion, mght be in a
position to offer training or training provided
t hrough the United States Tel ecomruni cati ons Trai ni ng
Institute, that wuld help build a cadre of
prof essi onal persons. Quite apart fromthat there may
be governnent progranms in the admnistration's effort
for capacity building that mght be directed in the
regulatory area wth respect to augnenting and
providing staff.

Sonetinmes staff is just insufficient sothey
| ack sonetinmes the professional abilities and al so t he
sheer nunbers. The conbination of the two neans that
the regul atory agencies are not as effective as they
could be. And if there could be encouragenent for the
governnents to observe sonetines and foll ow their own
regul ations and | aws, that woul d be hel pful, too.

O tenti mes when conpanies enter a narket,
it's after a very careful due diligence wth an
under st andi ng of what the | egal framework i s, what the

| aws are, what the regulatory policies are. And one
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of the problenms for conpanies like Bell South and
others entering are to have those fundanenta
regul ations and |l aws not observed in practice after

investnment is nade. Probably not a new observation

for you.

M5. HElI NZEN: What opportunities have -- I'm
sorry. What opportunities have been provided for
equal access to nationwide wreless licenses in

Central Anerica?

MR. URBANY: What opportunities? Were the
governnments have opened up their markets and
i ntroduced conpetition, | would say there has been
opportunities. | could speak nore directly of the
countries that we operate in, but in Guatemala there
arenmultiplewireless carriers and Ni caragua i S novi ng
to a policy of nultiple wireless carriers.

In Nicaragua there have been sone of the
decisions and sone of the transactions have been
cl out ed by various chal |l enges and the question of the
propriety of how |licenses may have been granted. |
woul d say in Panama, which is not part of the CAFTA
set of famlies, but in the region there is

environnent there that has conpetition in wirel ess as
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wel | .

CHAlI RPERSON SURO- BREDI E: Thank you very
much.

MR URBANY: Al right. Thank you very
much.

CHAI RPERSON SURO- BREDI E:  Qur | ast w tness
for the norning is Brant C atose, ProgramDi rector for
Central Anerica. No, I'"'msorry. |'ve got this wong.
We have two nore witnesses. Marcos Orellano first,
Center for International Environnmental Law.

MR, ORELLANO | would like to take this
opportunity to present our views on the CAFTA that is
about to be negotiated with Central Anericas. The
United States and the countries in Central Anmerica are
begi nning negotiations on a Free Trade Agreenent.
ClEL presents its views on the necessity for effective
environmental safeguards relating to trade and
i nvest nment .

The Trade Act of 2002 provi des guidance to
USTR on the environnental provisions and dispute
settl ement nmechani sns that the United States shoul d be
seeking in its trade agreenents. We submt these

views and urge your support for the environnental
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provi si ons encour aged and required by the Trade Act as
part of our effort to contribute to the advancenent of
a constrictive agenda for sustainable trade and
i nvestnent in the CAFTA

Bef ore addressing specific environnental
provisions, we wish to note the concerns that our
organi zation has expressed regarding the US
proposal s on investnent.

Wiile the USTR proposals include sone
potentially hel pful elenents, we believe that these
proposals will al so permt chall enges to environnent al
protections that could undermne the Trade Act's
obj ectives on the environnent including strengthening
the capacity of our trading partners to protect the
environnent and ensuring that our trading partners
effectively enforce their environnental |aws and do
not weaken or reduce their |egal protections.

In our view, any failure to neet the
Congressi onal mandate that i nvestors shall not receive
substantive rights greater than those avail abl e under
US lawwll place the U S negotiating position at
ri sk of |eaving other negotiating goals unnet.

The environnental provisions of the CAFTA
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shoul d i ncl ude, first, anindependent citizen petition
mechani sm The agreenent should include citizen
petitions as a supplenent to the state to state
di spute settlenent.

We believe citizen petitions are inportant
inorder toinplenent the environnental obligations of
the agreenent. Acitizen petition process is critical
to ensuring that attention is brought to failures to
enforce environnental |aws.

It woul d be i nbal anced and i nappropriate to
omt such a mechanism for environmental provisions
when u. S. previ ous proposals for i nvest nment
protections include a private right of action. This
i thal ance will represent a failure to fulfill the
Trade Act's mandate to seek equivalent dispute
settl enment mechani sns. At a mnimm an effective
citizen subm ssion process should result in the
preparation and public rel ease of a factual record.

Second, a commtnent on the part of each
country to effectively enforceits environnmental | aws.
This commtnent should be enforceable through an
effective and streamined state-to-state dispute

settl enent nechani sm However, as we have noted
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previously, we also believe that this obligation
shoul d be subject to a succinct petition process.

Third, a commtnment on the part of each
country not to weaken its environnmental standards.
This commtnent should be enforceable through an
effective and streamline state-to-state dispute
settlenment nechanism To be nmeaningful, this
obligation nust be subject to sone form of dispute
settl enent.

Fourt h, a conmmi t nent to strengt hen
envi ronment al st andar ds and enf or cenment of
environnental |laws and to strengthen the capacity to
prevent and mtigate the effects on the environnent
that stemfromthe trade agreenent.

Such a comm t ment shoul d be included in the
envi ronnental provisions and subject to cooperative
capacity building efforts. Specific commtnents on
how CAFTA intends to reduce or elimnate governnent
practices or policies that unduly threaten sustainable
devel opment shoul d be addressed.

Fifth, an environnental council. The CAFTA
should consider the creation of an environnental

council to oversee i npl enent ati on of the environnent al
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provisions of the agreenent. W Dbelieve that
information disclosure and annual reporting on
envi ronnent al i ssues i ncl udi ng st andar ds, enfor cenent,
and environnental quality is a role that could
usefully be played by such a council.

The CAFTA shoul d be acconpani ed by a program
to assess and inprove international environnental
performance through cooperation, capacity building
assi stance, and technol ogy transfer. The | ead agency
for this council in the United States should be the
U.S. Environnental Protection Agency. The |ast of the
recommendati ons, enforcenent fines allocated by the
envi ronmental council w th NGO input.

In the past the United States has proposed
the violations of the agreenent, environnenta
provi sions, be subject to fines rather than trade
sanctions. This is, indeed, an open question.

But if such a proposal goes forward,
deci si ons about how to spend such nonies, presunably
to address the conditions giving rights to the
viol ation, nmust be nade by the environnmental council.
The process nust include a formal and neani ngful role

for input fromcivil society.
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We understand that in the past the U S. has
proposed to include an obligation to undertake
conparative envi r onnent al measur es in trade
agreenents. Such cooperation is essential to noving
t owar ds sustainability and mtigating t he
envi ronment al i npacts of increasedindustrial activity
and investnent including in the areas of forestry,
fisheries, m ni ng, wildlife conservation, air
pol | uti on, t oxi c rel ease i nventories, ener gy
ef ficiency waste nmanagenent services, and governnent
procur ement .

W w sh to underscore that new comm tnents
on environnent al cooperation should also be
acconpanied by new commtnents on financing
envi ronment al cooperati on.

Wth respect to forests and forestry, we
would like to suggest the followng itenms for
consi deration on conparative nechani sns. G ven the
concerns of the sustainability of forests and the
possibility that the CAFTA could contribute to the
deterioration of this situation, it is essential that
adequat e cooperative neasures are taken including the

fol | ow ng.
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Strengt hening and expanding the protected
area system This would include not only the public
protected area systens, but also initiatives by
private holders and community rights.

Second, support of environnental |y
sust ai nabl e forestry, devel opment and inpl enentation
of independently certified sustainable forestry
practices. This is a crucial tool for the long-term
conservation of Central Anerican forests.

Research, training, and financi al assi stance
should be generated by this agreenent in order to
support voluntary efforts by tinber conpanies to
transition to the production and consunpti on of Forest
St ewar dshi p Council equivalent certified products.
The U. S. and the CAFTA agreenent should not i npose
affirmative restrictions on the labeling and

certification of sustainable forests or other consumer

pr oducts.

Third, cooperative nechanisns to ensure
adequat e envi ronment al review of potentially
environnmental |y damagi ng public infrastructure
proj ects. As investnment under trade agreenent

encour ages such infrastructure projects, it is crucial
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that the environnental inpacts are considered and
deci si ons made accordi ngly.

Fourth, conparative commtnentstoelimnate
illegal 1ogging. Demand for species under pressure of
illegal logging and illegal trade and forest products.
For exanpl e, Big Leaf Mahogany, Sweet Tania
M crophalli, has been listed on Appendix Il of the
Convention on the International Trade and Endangered
Species cited in their nost recent copy 12 held in
Santiago, Chile.

This was a proposal submtted by N caragua
and CGuatemala and we believe that Central Anerican
countries wll need support in inplenenting this
Appendix Il listing for Big Leaf Mahogany.

To conclude, while we have attenpted to
identify some exanples of needed environnental
provi sions, the views expressed here are not neant to
be a conprehensive review of all our concerns that we
have with regard to the CAFTA such as investnent,
meani ngf ul assistance to help inprove environnental
standards, dispute settlenent, and the need for
conprehensive environnental reviews that assess the

environnmental inplications of a CAFTA in both the
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United States and in Central America.

Also of great inportance is the potential
contribution that a CAFTA could nake to the broader
integration of Central America. Many thanks.

CHAI RPERSON SURO- BREDI E: Thank vyou. Qur
first question will be fromthe USTR

MR. FANTQZZI: Thank you. | wonder if you
could el aborate a little nore on the idea of citizen
petitions. Wuld the citizens be petitioning their
own governnment or other governnents and would the
basis of the petition be donestic |aw or sonething in
the Free Trade Agreenent?

MR. ORELLANO As to the appropriate forum
for hearing these petitions, we believe that it should
be placed in the agreenent as the environnental
counci | . Part of the mandate of the environnenta
council would be to hear these petitions and prepare
factual record.

As to the origins of these petitions, they
woul d i ncl ude these comm tnments that we are suggesti ng
countries undertake such as the conm tnent on the part
of each country to effectively enforce its

environnental |laws, a commtnent on the part of each
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country not to weaken its environnental standards, and
the conmmtnent to strengthen environnmental standards
and enforcenent of environnental |aws. Those woul d be
the origins of the petitions.

MR, FANTQZZI: Thank you

CHAI RPERSON  SURO- BREDI E: The USTR was
particularly interested if you could give exanples
about possible capacity building projects and
corporation projects.

MR. ORELLANO Certainly. Sone areas for
cooperation is nost needed would be in the
institutional strengthening of those agencies in each
country that have the responsibility of ensuring that
envi ronnment al standards are enforced. This would be
a first area where cooperation would be necessary.

The second area would deal nore wth
substantive issues including, for exanple, the trade
in pesticides, trade in prohibited products. Then
al so the treatment of hazardous waste. These woul d be
the areas that we would identify as priority for
cooperation besides the forestry and diversity issues
mentioned in the main presentation.

CHAI RPERSON SURO- BREDI E:  And for capacity
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buil ding in addition?

MR, ORELLANO. For capacity building a focus
of capacity building should go to the |loca
muni ci palities in our view The experience after 11
arbitrations have in Mexico, particularly the netal
clad case, shows the inportance that | ocal
muni ci palities becone awar e of envi ronnent al
managenent systens and of the environnental conponents
of | ocal ordinances and | ocal regul ations.

CHAI RPERSON SURO- BREDI E: Thank you very
nmuch.

MR. ORELLANG  Thank you very much

CHAI RPERSON SURO BREDI E:  Qur next w tness
is Maria Corte, Program Director, Caribbean Latin
Anmeri can Trade.

Wl cone.

MS. CORTE: My nane is Maria Corte. I am
the Central Anerica Program Director for Caribbean
Latin American Action (CLAA). | am here to present
the fol | ow ng st atenent prepared by our organi zation's
Executive Director, Federico Sacasa, who unfortunately
was unable to be here today.

CLAA is a private, independent organization
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t hat pronotes private sector-1ed econom c devel opnent
in the Caribbean Basin and t hroughout the Hem sphere.
It serves the goal of facilitating trade and
investnment inthe region by stinulating a constructive
di al ogue between the private and public sectors to
inprove the policy and regulatory environnments for
busi ness on both the international and the I ocal
| evel .

The organi zati on conducts policy-oriented
prograns in sectors such as financial services,
transportation, ener gy, agricul ture, appar el
intellectual property rights, tourism,
t el ecomuni cations, and information technol ogy.

CLAA is a non-profit, non-governnental
charitabl e organi zati on governed by an international
Board of Tr ust ees and funded primarily by
contributions fromconpanies with a direct or indirect
stake in the Caribbean Basin's prosperity.

| am here today also as a nenber of the
Business Coalition for U S.-Central Anerica Trade
Earlier this norning you heard testi nony on behal f of
the Coalition by Jerry Cook, Vice President of

International Trade for Sara Lee Knit Branded Apparel.
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CLAA fully supports M. Cook's statenent
that the negotiation of a comercially-nmeani ngful
CAFTA that protects and pronotes investnent,
intellectual property rights, information technol ogy,
trade facilitation and transparency, while elimnating
tariffs and non-tariff barriers and liberalizingtrade
in services, wll create new opportunities for U S.
and Central Anerican countries, workers and their
famlies and it is also inportant to the pronotion of
a higher living standard throughout Central Anerica.

Since its beginnings in the late 1970's as
the Commttee on the Caribbean, CLAA has remained
commtted to pronoting private sector-led economc
devel opnent in the Caribbean Basin, our traditional
sphere of influence. Never has this need been nore
relevant than it is today.

In April 2001, President George W Bush
publicly wunveiled his "Third Border" initiative
designed to enhance diplomatic, economc, health,
education and law enforcenent cooperation &
col |l aboration with the islands of the Cari bbean.
CLAA has whol eheartedly enbraced this concept and we

have expanded it to enconpass the entire Caribbean
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Basin region, including the countries of Central
Aneri ca.

In the aftermath of Septenber 11, the
geographic proximty of the Caribbean Basin to the
U.S. has becone even nore relevant in ternms of the
United States' national security and strategic
interests. W believe that the United States is well
served by having politically stable and econom cally
sound countries along its borders.

We believe that the United States is ready
to help these countries if they are ready to help
t hensel ves, and there has never been a better
opportunity to solidify the nutually beneficial
relationship between the United States and the
countries of the Caribbean Basin.

Defining the entire Cari bbean Basin as the
"Third Border"” of the United States, with Canada and
Mexico as the "first" and "second" borders sinply
recogni zes the reality of its geographic |ocation.
The people living in the region are cl ose enough to be
able to walk or take a boat ride to the U S. if the
circunstances in their hone country do not offer the

hope of a better future for their children.
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This is the essence of the chall enge that
our nei ghborhood is facing. How do we create an
environnent that will allow the people of the region
to believe in their future? Qur thesis is
straightforward. Al one, these countries will not be
able to escape their circunstances. First, they nust
conme together as a region and second, they nust forge
a closer relationship wth their neighbor to the
nort h.

The "Third Border" provides the many smal
economes that make up the region with a common
conceptual framework and a very real conpetitive
advantage for dealing with the harsh realities of
i ncreased conpetition in the global econony and
endem ¢ poverty in many of their hone countries.

We submit that the United States' invitation
to enter into a Free Trade Agreenent with Centra
Aneri ca ahead of other nore devel oped markets such as
Australia, South Africa or Mrocco, is, in itself,
tacit recognition of the geo-political inportance of
the region. This has beconme even nore pertinent in
light of the difficult situation facing nmany of the

countries in South Anerica.
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The relative political and econom c
stability of Central Anerica as a whole serves only to
hi ghlight the feasibility of making a real difference
in changing the way things have always been done in
that part of the world. W believe that a successful
negotiation of CAFTA is a crucial first step in
establishing the long-termstability and security of
the entire nei ghborhood.

W also believe that CAFTA, in and of
itself, wll not be enough to drive forward to
conclusion the process of developnent, of reform
liberalization and integration, that is currently
underway in the region.

Econom ¢ devel opnent is prinmarily dependent
upon the ability to consistently attract foreign
i nvest nment . Traditional sources of finance for
devel opnent, donestic savings, gover nnment ai d,
mul til ateral agencies' assistance and comrerci al bank
| endi ng, have fallen short and there is no reasonabl e
expectation that this will change anytinme soon.

Foreign Investnent has not come to the
region in sufficient quantities due to 3 fundanent al

reasons:
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1. The first is scale- markets are small and
i nefficient.

2. Second, disorder. It is difficult to do
busi ness because of entrenched bureaucracy and the
"culture of the seal."

3. And third, corruption which creates a | ack
of predictability and an uneven playing field.

Accel erating the pace of transformation to
aggressively address these issues in Central Anmerica
isthe key to attracting the foreign investnent needed
for econom c devel opnent. Access to the |argest
mar ket in the world provides a powerful incentive to
t he busi ness and political |eaders of Central America
to come together and create a greater sense of urgency
in neeting these chall enges head-on.

The harsh realities of poverty and
gl obalization will not go away. For this effort to be
successful, the private sector nust take the
initiative in forging the public-private sector
partnership required to confront these obstacles.
G obalization can be an enabling and powerfully
liberating force if properly harnessed. Poverty can

only be alleviated if we enbrace these forces and nmake
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t hem our own.

I n support of our position, | would like to
share wth you our recent experience wth a Centra
American investnent forum that CLAA organi zed | ast
mont h i n Managua, Ni caragua in collaboration with the
U S. Departnment of Comrerce. The thenme of this
nmeet i ng was Conprom soCentroAnerica, Central American
Comm t nent .

More than three hundred |eaders from the
region and the United States canme together in an
extraordinary spirit of collaboration to discuss
meani ngful ways to accelerate the process of
devel opment in Central Anerica. Very 1nportant
| essons were drawn fromthe dynam c di scussions that
took place in each of the industry and public policy
wor kshops.

First and forenost, there was a clear
understanding that foreign investnent, a necessary
prerequisite for econom c devel opment, wll not cone
to the region unless we address the issues of small
markets, difficult business practices and |ack of
predictability whenever disputes arise.

Not surprisingly, the nost common thenme in
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all of the workshops was the need for a uniforml egal
and regul atory framework across the region to insure
that a wel |l -defined set of values and rules is applied
equally and inpartially to all parties. This is the
crucial first step in confronting the powerful twn
threats of endem c poverty and gl obal conpetition

Overcom ng these forces i s the nost serious
chal | enge facing the regi on and nust be addressed with
a greater sense of wurgency. U S.-Central Anerican
negotiations to conclude a conprehensive and high-
standard trade and investnent agreenent are critical
to nove this process forward.

I n addi ti on, we nust recogni ze t he i nport ant
role of the private sector. Wthout the unwavering
coommitnment of the private sector, the economc,
political, legal and social transformation that is
needed to bring about fundanental change in Central
America will be inpossible.

The forces of globalization have taught us
that isolationisinimcal tothe region's prosperity.
Thus, the question is no longer how to protect
industries from conpetition, but how to nake

i ndustrial production conpetitive in the gl obal
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mar ket .

CLAA bel i eves that a successful |y negoti at ed
US. -Central Anerica Free Trade Agreenent is the
catal yst that will make this vision cone to fruition.
W are presented with the "opportunity of our
generation."” The opportunity to get it right.

Thank you for the opportunity to be with you
t oday.

CHAI RPERSON SURO- BREDI E: Thank you very
much. | had a question related to the uniform | ega
framewor k. How did the CLAA group that nmet propose to
bring this about? Is the integration in Central
America so advanced that you could expect that to be
t he case?

M5. CORTE: | don't believeit's so advanced
yet but that is precisely the point. They need to
conme together and have a legal uniform system one
voice. Be integrated and col | aborate as partners and
not as enemes as they have usually.

CHAI RPERSON SURO- BREDI E: So is it CLAA' s
position that they would want to see a nore enhanced
integration nore towards a common mar ket because t hat

you woul dn't have unified regulated system Wul d
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you?

M5. CORTE: What do you nean?

CHAI RPERSON SURO BREDI E: Wt hout a comon
mar ket structure it is unlikely that you woul d have a
unified legal framework for five countries. Woul d
you?

M5. CORTE: Yes. | don't wunderstand the
guestion, but yes.

CHAI RPERSON  SURO- BREDI E: I guess ny
guestion was is CLAA asking or putting forward the
possibility that the acceleration of integration in
Central Anmerican take place?

M5. CORTE: Yes. Qur efforts are ained
towards that at the nonent, yes

CHAI RPERSON SURO BREDI E:  Thank you

Do we have ot her questions?

MR.  FANTQZZI : Do you -- does CLAA plan
other activities specifically in support of the Free
Trade Agreenent in Central Anerica?

M5. CORTE: Vell, yes. It's an integra
part of our conference in Decenber where we are having
the participation of President Volanos, President

Madur u, hopefully Franci sco Flores. 1n our conference
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which traditionally includes the Cari bbean as wel | but
this year our main focus is on Central America. W
are doing this in conjunction wth American Appare
and Footwear Association so their apparel programis
drawing a ot of attention fromthe Central Anmerican
regi on.

CHAI RPERSON SURO- BREDI E:  Thank you

From the Treasury?

M5. SANM GUEL: Yes. We've spoken a little
bit during previous testinony about capacity buil ding
and I'' mwondering what you think, you know, what your
recommendati ons or your ideas are on that?

M5. CORTE: | would have to submit that in
writing.

CHAI RPERSON SURO BREDI E:  Coul d you send it
to GBLUEQUSTR GOV. Thank you

Do we have further questions? Thank you
very nmnuch.

This nmeeting is adjourned until 2:00 p. m

(Wher eupon, the neeting was adjourned for

lunch to reconvene at 2:00 p.m)
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AF-T-EERRNOON S E-SSI1-ON
(2:10 p.m)
CHAI RPERSON SURO- BREDI E:  The hearing wil|
come to order. Just to review, the subject of the
hearing i s the proposed negoti ati on of a pretrade area
with five Central American countries. W wll be
listening to testinony today but we still are
accepting witten coments until noon, Decenber 2nd.
Qur first witness of the afternoon is
Cherrene Horazuk -- | hope |'m pronouncing this
correctly -- Executive Director, Committee in
Solidarity wwth the People of El Sal vador.

Wel conme. Before you start, if | could just
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review the rules for the testinony for the afternoon
sessi on. Pl ease keep your testinony to about five
m nutes. W are generous on the side. At about eight
mnutes | start waving ny clock at you and then | cut
you off. Please start. Thank you.

M5. HORAZUK: Thank you for the opportunity
totestify today. M nane is Cherrene Horazuk. | am
the Executive Director of CISPES, the Committee in
solidarity wwth the People of El Sal vador.

Cl SPES as a 22-year history in partnership
with grassroots organizations working for social
change and sust ai nabl e devel opnent in El Sal vador. W
are also part of a national coalition working to
prevent a trade agreenent with Central Anerica that is
nodel ed after NAFTA, the North Anerican Free Trade
Agr eenent .

We are here today to voi ce our oppositionto
CAFTA, based on many di scussions with our partners in
El Sal vador, including |abor unions and comunity
organi zati ons, who have expressed to us their grave
concerns and opposition to CAFTA

They and we do not oppose trade or econom c

rel ati ons anong our countries. The rules that govern
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those relations, however, nust be denocratically
devel oped and nust be desi gned to ensure equitabl e and
sust ai nabl e devel opnent, including access to basic
human services. W do not believe that CAFTA, as it is
bei ng devel oped currently, wll ensure real human
devel opnent or denocracy.

U. S. Trade Rep. Zoellick and his office has
recently stated that a primary objective of CAFTA is
to pronot e denocracy and stability in Central Anerica.
He has also stated, in his Cct. 1 letter to Congress,
specific U'S. objectives within the negotiations,
i ncluding the opening up of trade in services - i.e.
privatization.

W nust point out that the specific
objectives of the US, such as privatization, are in
conpl ete contradi ctionwth the nore general objective
of pronoting denbcracy and stability in the region. As
proof of this, | would like to raise the exanple of E
Sal vador.

The adm nistration of President Francisco
Flores, with the support of the Wrld Bank and | DE
has been attenpting to privati ze the Sal vadoran heal th

care system for the past 4 years. El Salvador is a
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country with extrenme |evels of poverty. The World
Food Organi zation has voi ced concerns about a grave
food crisis in the comng nonths —50,000 fam lies are
facing starvation.

According to the Consejo Agropecuario
Centroaneri cano, 30 percent of the Central American
popul ation suffers from mal nutrition. Sal vador has
had epi dem cs of cholera, dengue, and malaria in the
past nonths - all easily preventable diseases, if a
person has access to health care.

Yet, rather than seeking solutions which
wi |l expand access to health care, President Flores
wants to transformthe entire Sal vadoran health care
system into a system where consuners nust pay for
medi cal services. This systemis referred to by many
as "Pago o Miuerte" - "Pay or De."

The vast mgjority of Sal vadorans do not have
inconme levels that would allowthemto pay for health
care. Over 35 percent of the population are outside
the formal econony. It is unacceptable for the U S. to
push for privatization of essential servi ces,
particularly at a tinme when there is nuch posturing in

Congress over reducing health care <costs and
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i ncreasi ng access for the U S. popul ation.

Flores's attenpts to privatize health care
have been net with increasing opposition fromhis own
people. In 2000, health care workers and doctors
carried out a four-nonth strike to stop privatization
Yet, President Flores was willing to do whatever was
necessary to ensure these policies noved forward.

| was in El Salvador in March 2000, when in
an effort to end the strike, the Sal vadoran gover nnment
ordered the PNC (National G vilian Police) to attack
the strikers. The PNC fired teargas into the crowd,
not caring that they were jeopardizing the health and
safety of patients in the energency roomand oncol ogy
hospital, as well as risking the lives of small
children in the nearby daycare center. This is not an
action that speaks of increasing stability or
denocr acy.

This year, the Flores admnistration has
renewed their privatization efforts, perhaps thinking
they will gain favor wth the U S admnistration,
whi ch wants to see further privatization. Yet again,
t he Sal vadoran popul ation is neeting themwth | arge-

scal e opposition.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

172

The doctors, nurses, and workers of the | SSS
are once again on strike, calling for an end to
privatization efforts. They have the whol ehearted
support of the Sal vadoran popul ation. Recent polls
show that 69 percent of the population is opposed to
privatization.

On Cctober 23, an estimated 200, 000
Sal vador ans mar ched in t he capi tal agai nst
privatization. This is the proportional equival ent of
11 mllion Americans marching in Washi ngton, DC
On Thursday of |ast week -- | just want to add this --
the legislative assenbly of El Sal vador passed a | aw
that woul d declare privatization of the health care
syst em unaccept abl e.

The president has agreed to not veto that
law and that he will actually signit intolaw This
was a |law passed by the denocratically elected
| egi sl ative assenbly. Any rollback to that law, |
t hi nk, would be nmet with great resistance.

We joi n our Sal vadoran partners in opposing
CAFTA for many reasons, but particularly because of
the U.S. objective to push privatization of services.

There can be no advanci ng of denocracy when policies

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

173

are pursued that the vast majority of the population
opposes. And if these policies are pursued agai nst
the will of the population, that population wll
organize and nobilize to defend their interests,
creating great social instability.

If the US. istrulyinterested in advancing
denocracy and stability in the region, they shoul d not
be seeking a trade agreenent that calls for
privatization. Nor should they seek an agreenent that
does not place human and sustai nabl e devel opnent at
the center of the agreenent.

Thank you.

CHAI RPERSON SURO- BREDI E: Thank you very
much. We neglected to introduce the panel which we
must do so that the transcription will be correct.

If I could start on the far left with M.
Cl at anof f .

MR. CLATANCFF: 1'mthe Assistant U. S. Trade
Representative for Labor.

M5. WHITE: |'m Betsy Wite fromthe Labor
Depart nent .

MS. SANM GUEL: Carmen SanM guel from the

Department of Treasury.
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MR, S| EGELMAN: Mark Siegelman from the
Departnent of Commrerce.

M5. SURO BREDI E:  Carnen Suro-Bredie.

MR. FANTQZZI: |'m Dan Fantozzi, USTR

M5. ROE: Charlotte Roe, State Departnent.

MR. LEAHY: Dan Leahy, U.S. Internationa
Trade Comm ssi on.

CHAlI RPERSON SURO- BREDI E: Thank you. Qur
first question will be fromthe Departnent of Labor.

M5, VWH TE I was interested in your
description of the activities in opposition to this
privatization, and particularly the fact that the
heal th care workers took to strike. | assune this is
outside the normal rules of the deal with the right to
strike. How are strikes regulated in El Sal vador?

M5. HORAZUK: It is legal to strike in E
Sal vador. At the beginning of the strike actually the
president attenpted to declare the strike illegal
based on a state of enmergency which had been decl ared
because of a Dengue epidem c.

However, | would need to definitely clarify
this but ny understanding was that his finding was

then thrown out by the Suprenme Court. The strike was
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declared legal and people did continue. It is
sonmething that striking is definitely aright that is
given, | think, in the constitution. |If not in the
constitution, then definitely wi thin Sal vadoran | abor
I aw.

M5. WHI TE: The other thought | had, and it
sounds |ike the strikes were sort of successful in
that the legislation did pass this | aw that says that
it was not acceptable to privati ze.

One of the things |I think we found in our
experience in privatization efforts, along with many
other things, that efforts by the governnent to have
consul tati ons and sone sort of effort at di al ogue with
civil society and those affected tends to help
mtigate and get people to sort of not oppose and
under stand each other. Have there been such efforts
in your country?

M5. HORAZUK: Well, just to clarify, I'm
fromthe U . S. but | work on the issue of El Sal vador.
| think that the strike was successful -- has been
successful, due to a conbination of the strength of
t he unions, of the doctors, the workers, the nurses,

as well as the patients, the recipients or consuners
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of health care who saw that they would lose their
opportunity to have any | evel of health care if it was
privati zed.

In ternms of the dialogue and attenpts to
reach consensus carried out by the governnent, | think
| woul d disagree with the way that you fornmul ated it.
Following the strike in 2000 one of the agreenents
t hat was reached and brought into that strike was that
t here woul d be di fferent negotiating tables that would
be set up that would invol ve nenbers of the doctor's
uni on, the nedical association, the workers, as well
as governnent representatives' nmanagenent of the
soci al security system

They spent several nonths attenpting to
di al ogue and reach agreenents on reforns to the health
care system w thout privatization on different |abor
quality issues, etc., and they fell apart conpletely.

From di scussions that we've had wth the
organi zations that we relate to in El Sal vador, they
have felt -- the unions and the doctors felt that the
government was being fairly intransigent and once
agai n brought up the issue of privatization fromthe

outset of this strike and the nonths prior to the
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stri ke the Sal vador an gover nnent absol utely refused to
negotiate with the workers.

President Flores said that he would not
speak with themat anytine. It was only once hundreds
of thousands of people took to the streets and said,
"We have no other option. You need to listen to us,"”
that there was actually a breakthrough in the
di al ogue. Not breakthrough in the dial ogue but that
forced the Sal vadoran governnent to listen a little
bit.

When t he Sal vadoran | egi sl ati ve assenbl y had
actual |y passed one | aw outl awi ng privatization of the
health care system and President Flores did not veto
that but he sent it back to the |egislative assenbly
conpletely gutted of the anti-privatization clauses
and wanted to get another |aw passed that woul dn't
stop the privatization.

The legislative assenbly, once again,
reintroduced the anti-privatization |egislation
passed that with a mjority vote. At that tine
Presi dent Fl ores conceded and said that he would sign
that intolaw It's not yet been signed into | aw but

he did say that he would. | think it was |less due to
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di al ogue and wi | I i ngness and nore due to pressure from
all levels.

M5. WHI TE: Thank you.

M5. HORAZUK: Thank you for the |engthy
answer .

M5. WHI TE: That's okay.

CHAI RPERSON SURO- BREDI E:  Qur next question
will be by Dan Fantozzi of USTR

MR. FANTQZZI: Gven that the | aw has been
passed and the president has said that he will sign
it, do you consider this issue closed?

M5. HORAZUK: | have great concern and fear
based on what happened followng the strike in 2000
that there will be further attenpts to privati ze.

Throughout this whole process there have
been nunerous ways that the admnistration of the
social security institute and the governnment have
attenpted to wi ggl e around | egi sl ati on and put forward
new privatization efforts referring to it as
concessioning of services, changing the terns that
they are using in an attenpt to avoid and escape the
letter of the | aw

My concern is that there wll again be
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attenpts to do that. [|'mparticularly concerned that
they are going to further work on privatizing the
health care system as well as electricity and ot her
essential services because the U.S. has said that one
of the objectives of negotiation the Central America
Free Trade Agreenent is to ensure the opening up of
access to services and openi ng up that market which to
me nmeans there's going to be a push for privatization.

| think that will |eave the governnent to
really try and find as nmany ways as possible to
privatize essential services regardless of the |aws
t hat have been passed, regardl ess of the perspective
and will of the population which has said over and
over that they are opposed to it.

MR.  FANTQZZI : Thank vyou. Servi ces, of
course, can be understood in many different ways
There are sone services that we woul d consi der nore or
less public utilities in this country, or had been
considered historically public utilities. | think, of
course, there are other services, in this country
anyway, that have always been in private hands |ike
financi al services.

| think it's worth noting that the con
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services agreenents in the WO does not require
countries to privatize or deregulate any service
activity. The U S. has not requested this from any
country in the WO that we have been working with this
year. | think fromwhat you have said, that kind of
posi ti on woul d be consi stent wi th what you are aski ng.

M5. HORAZUK: |'mnot entirely sure that |
understand the question but nmy sense is | think they
are very different perspectives from consunmers and
frompopul ati ons and fromgovernnents and officials as
to what are essential services.

| think that many people -- | would agree
there are basic services here that are privately owned
and operated and that | think the vast magjority of the
popul ation here has access to in the United States.

I think that given the levels of
unenpl oynment and poverty in Central Anerica, | think
the vast majority of the population feels that those
services are essential and that they cannot actually
afford themif they are not provided, if they are set
on the open market and people just have to pay
whatever rate is charged to them whatever s

possi bl e.
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| think on that level I'mnot sure -- having
not seen exactly what the U S. objectives are, which
services they are tal king about, | would just voice ny
concern that the US. wll continue to push for
privatization of services that we m ght not consider
essential to the opening up of services we m ght not
consi der essential that the popul ations there woul d.

CHAI RPERSON SURO- BREDI E: | think probably
just not to bel abor the point, | think what we wanted
to leave on the record is that the United States
doesn't seek to privatize or deregul ate any service
activity whether its essential or nonessential. That
has been our position.

M5. HORAZUK: | think that would be well
received fromthe populations in Central Anmerica. |
don't know if that's their wunderstanding of the
si tuation.

CHAI RPERSON SURO- BREDI E: W have to do
sonmet hing. Thank you.

Do we have ot her questions fromthe panel ?

Thank you very nuch.

M5. HORAZUK: Thank you.

CHAI RPERSON SURO- BREDI E: Qur next w tness
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is WIIliam Hernandez, Executive Drector for the
Nejapa -- is that the correct pronunciation? --
Foundati on. Wl cone.

MR. HERNANDEZ: Good afternoon. M/ nane is
W1 1iam Hernandez. I'"'m the Executive Director of
Nej apa Foundati on.

Thank you for the opportunity to testify
t oday. The Nejapa Foundation represents 32,000
community residents in the Cty of Nejapa, E
Sal vador. W work to encourage denocratic
participation of comunities in the decisions that
af f ect t hem to pronote sustainable economc
devel opnent ; and to protect the comunities'
hi storical, cultural and environnmental wealth.

Not just the people of Nejapa, but mllions
across El Salvador are deeply concerned about the
effects of a possible Free Trade Agreenent with the
United States. W reject the U S -Central Anerican
Free Trade Agreenent because it would deny the
Sal vador an people our right to vital public services,
under m ne denocratic participation, and dismantle the
denocratic transition in El Sal vador

U. S. Trade Rep. Zoellick and his office has
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recently stated that a specific U S. objective within
the negotiations is the opening up of trade in
services - i.e. privatization. This suggests to us
that in El Salvador, vital social services currently
provided by the state would be sold off to private
provi ders.

But there is a reason that these services
are public, and should remain so: only the state can
guar ant ee provi sion of services to which the majority
of Sal vadorans currently | ack access. According to a
United Nations Devel opnent Program study, only 17
percent of all Sal vadorans have access to health care
coverage and 12 percent have access to secondary
education or higher. Likew se, only 25.5 percent of
rural famlies have access to electricity and cl ean
drinking water in their hones.

Through rate hikes, privatization of vital
public services denies access to people: a study by
the Center for the Defense of the Consuner shows that
since the privatization of electricity distributionin
1998, hone electricity costs have risen by 221 percent
while real famly incone has actually decreased by

5.65 percent, and therefore fewer Salvadorans can
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afford electricity than before privatization.

In this way, by placing vital public services for sale
to the private sector, CAFTA woul d deny t hese services
to the majority of Sal vadorans.

The communities that | represent are part of
a national novenent that rejects the continued
privatization of public services. This novenent is
commtted to guaranteeing access to vital public
services for al | Sal vador ans. Qur el ect ed
representatives have passed | egi sl ature outl awi ng t he
privatization of state-run public services. But our
proposals are being disregarded by Salvadoran
Presi dent Francisco Flores.

We have been left no other option but to
take to the streets to defend these rights: as part of
a two-nonth-1ong national strike against t he
privatization of health care, tens of thousands of
Sal vadorans have repeatedly blockaded highways,
bri dges and border crossings, paral yzing commerce and
i ndustry.

On Cctober 23, the comunities of Nejapa
j oi ned over 200, 000 ot her Sal vadorans, or four percent

of the popul ation of El Sal vador, in a march agai nst
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privatization. We will not permt our children to be
denied the right to health, as is stipulated in
Article 1 of the Constitution of the Republic or any
ot her public service vital to the nmai ntenance of life
and wel | - bei ng.

CAFTA negotiations' wll intensify the
al ready-strong popul ar resistance to privatization
destabilize the country, and undo ten years of
denocratic transition since the 1992 Peace Accords
that ended the twel ve-year civil war.

Over the course of the peace process, we
have | earned to construct partici patory denocracy from
bel ow. In Nejapa, communities denocratically make the
decisions that affect them The Nej apa Foundati on
wor ks to enpower wonen, youth and other marginalized
sectors to define their own present and envision their
own future.

For this reason, we are concerned t hat CAFTA
woul d include provisions |ike Chapter 11 of NAFTA,
which undermne the principle of community self-
determ nation and dismantle this process that we have
worked so hard to build. W are conmtted to

guaranteeing the <continuation of the denocratic
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transition in El Salvador, and the strengthening of
partici patory denocratic deci si on-nmaki ng structures in
our comunities.

Qur communitieswill not allownultinational
corporations to bl ock this process in their search for
greater profits. The people of El Salvador are
building a better future for ourselves and our
chil dren. W want sust ai nabl e econom c devel opnent, we
want to eradicate poverty, we want to | eave a stable
denocratic nation to our children. But CAFTA does not
contribute to this project. Qur alternative 1is
different fromyours.

CAFTA woul d destroy, not construct, all that
we have worked so hard to create. W reject the U S. -
Central Anmerican Free Trade Agreenent because it would
deny the Sal vadoran people our right to vital public
services, undermne denocratic participation, and
dismantle the denocratic transition in El Sal vador.
We urge the U. S. governnent to not negotiate a Free
Trade Agreenent wth Central Anerica.

Thank you for your attention.

CHAI RPERSON SURO- BREDI E: Thank you very

much, M. Hernandez.
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Qur first question will be asked by USTR

MR. FANTQZZI: Thank you. | would just |ike
to reiterate what was said to the |last speaker. In
the current services agreenent in WO does not require
privatization or deregulation of any services. The
U.S. has not requested any of our partners in the WO
that they privatize public services.

| think when we tal k about services we have
to also realize that there are services in sone
countries such as accounting and banking which are
privatized but which foreigners are not allowed to
participate in. | think that in order to judge CAFTA
on that issue, you really need to see what the United
States proposes in that area in nore detail than has
al ready been spoken about.

For a question, | understood your argunments
except | didn't understand why you thought that CAFTA
woul d under m ne denocratic participation and di smantl e
the denocratic transition

MR. HERNANDEZ: Well, first of all, because
when the governnent of El Sal vador is tal king about
negoti ati ng CAFTA has consulted with the El Sal vador an

peopl e what soever whether or not they can privatize
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electricity, for instance.

Tel ecommuni cati ons were privati zed and never
consulted with people. I think that one of the
denocratic principles wll be perhaps that the
Sal vadoran governnent should ask the Salvadoran
popul ati on what we want.

Besi des that, our experience has not been
that there is the idea of the governnent of E

Sal vador or the governnent of the United States that

will tell us that they want sustainable devel opnent
for El Sal vadoran people. [It's has not happened such
a thing.

During the war we were talking about 14
famlies. R ght nowwe're tal king about five famlies
that concentrate the economc wealth. By all neans
the political power in El Salvador. For one, | think
that the El Sal vador government have to consult with
us.

Not just on el ections, but they have to, and
they nmust, ask the Sal vadoran popul ati on what they
want and what they think about sust ai nabl e
devel opnment. | don't think the CAFTAw || provide us

but we will provide nore noney to the already richest
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famlies in El Salvador and | don't think that is a
denocr acy.

MR, FANTOZZI : That is certainly not the
intent, but thank you very nuch.

CHAI RPERSON SURO- BREDI E: O her questions?
But C atanoff from USTR

MR,  CLATANCFF: | don't want to over-
enphasi ze this too nmuch but would it be legal for a
physician in El Salvador today to open a private
practice and charge patients on a fee-for-service
basi s?

MR. HERNANDEZ: Any doctor can open its own
office, but it is the obligation of the state to
provi de health care for everybody.

MR,  CLATANOFF: The obligation of the
institute for social security to provide basic | evels
of health care, but you do allowthe private practice
of nedi ci ne.

MR. HERNANDEZ: O course.

MR. CLATANOFF: Al we're asking for when we
say to open up services to trade would be that the
requi renents for licensing and the requirenents for

practice for an American or a Cuatemal an or Honduran
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or Costa Rican to get a license to have a private
practice for nedicine be the sanme as for an E
Sal vador an.

That i s what i s known as national treatnent.
That's all we're asking for. W are not -- nothing in
any of our trade agreenents woul d ever say whet her or
not the governnment of El Salvador had a social
security system and what |evel of services were
provi ded by that social security system | just want
to make sure that you understand that. Thank you

MR. HERNANDEZ: Yeah, but | think the United
States has the obligation perhaps to nake sure that
t he president of El Sal vador understands that because
when they try to privatize the social security which
is nore than 50 years old, for sure no Sal vadorans is
going to be able to buy the social security hospital
but it's going to be HMO fromthe United States.

We don't agree with that. Woever want to
go to El Salvador can pass the |law and can open a
clinic if they want to. But the state, according to
Article | of the constitution, have to provide to
everybody health care.

MR. CLATANCFF: But your statenent says that
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only 17 percent of all Salvadorans have access to
heal th care now.

MR. HERNANDEZ: And we have tried to expand
it because it's not enough.

MR. CLATANCFF: Ckay. Thank you.

CHAI RPERSON SURO- BREDI E: Thank vyou. The
next witness is Susan Saudek, Acting Policy Director
of the Share Foundati on.

M5. SAUDEK: Hell o and thank you for giving
me this opportunity. | am Susan Saudek. | am the
Acting Policy Drector for the SHARE Foundati on:
Building a New El Salvador Today. W are an
organi zation that has worked in El Sal vador for nore
t han 20 years on alternative nodel s of devel opnent and
capacity buil ding.

| amhere today to testify on behalf of the
rural poor of El Sal vador, especially the organized
poor. | have to tell you that thereis a real concern
about the upcom ng trade agreenents.

One of our partners, ClDAR a broad-based
coalition of small farmers and cooperatives has said
it very clearly. "There can be no participation in

any trade agreenent starting from a position of
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unequal national advantage."

So with a Sal vadoran rural perspective, |
want to speak to you about three areas that nmake the
upcom ng negoti ati ons non-vi abl e.

1. The current uneven playing field between
countries. That is the unbal anced predom nance of
poverty in the rural sector of El Sal vador.

2. Unequal capacity between devel oped and
devel opi ng nati ons.

3. The | ack of transparency in the negotiating
pr ocess.

Lets take a | ook at #1; CONCENTRATED POVERTY
I N THE RURAL SECTOR

It is a fact, that the mgjority of the
Sal vadoran poor live in the rural sector. The sector
has clearly been abandoned. El Sal vador has been
primarily an agriculturally based econony, yet since
the m d 1980s t he gover nnent has nmade a cl ear deci sion
to shift from an agricultural to a maquila based
producti on/ export econony.

But producing what? El Sal vador does not
produce hi gh-val ue products such as autonobiles, or

conputer parts. It produces a large | abor force that
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is for sale to foreign conpanies. So the choice to
shift fromagricul ture and agro-processing toindustry
has neant a huge growh in the nunber of maquilas
mai nly | ocated close to | arge urban areas. But these
are not stable jobs, and the maquila is not the answer
to devel opnent.

| nvest nent in rural credit, roads,
education, health, and technol ogi cal transfer has cone
to a near halt. Productivity of the rural sector
| abor force in the 1990s is the second | owest in Latin
Arerica (only lower in Haiti). Inportations of corn
have increased from 6 percent in 1980 to 46 percent
today. Due to very high U S. subsidies, it is cheaper
to buy corn from Cargill than to grow it in E
Sal vador.

Food security is at issue here. Massi ve
increase in food inports will only be exacerbated by
a Free Trade Agreenent (FTA). Conpetitiveness
requires investnment in rural productivity.

Just a nonth ago SHARE cel ebrated its 20'"
anni versary and we held a national conference here in
DC. More than 200 peopl e fromour base cane including

20 from El Sal vador. During those two days we had
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meetings with the I1DB, US. ADand | was with the
group that went to the Inter-Anerican Devel opnent
Bank.

One of ny group, Delia, saidit very loudly
and clearly. "This trade package nmeans our death.
We've seen it in Mexico. Small farmers who can't
conpete lose their |ives.

Wthout credit the small farmer is forced to
seek off-farm work, which for mles around does not
exist, so they are forced to go to the cities. The
cities cannot support the influx of poor so many of
t hem have to | eave. It's astounding to think that
it's about 400 people | eave a day to make the ill egal
trek across borders to the North.

Jobs are sinply not being created, and with
unenpl oynment, violence is on the increase. The
national police estimate an astoundi ng nurder rate of
2,400/ year or 40 for every 100,000 population. This
is the highest rate in Central or South Anmeri ca.

Those who make it to the US, find rejection
here too. Some survive because they have famly or
friends here who will take themin and vouch for them

until they can get work papers. And what is the first
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thing they do with a paycheck? They send a good part
of it back to their Salvadoran famli es.

You have all heard of remttances. For El
Sal vador it adds up to 2 billion dollars a year or 13
percent of their national budget. It's been
sarcastically said that the present Salvadoran
governnment's rural policy is forced inmmgration of
their people to increase remttances.

Auxi | i ary bi shop Monsenor Rosa y Chavez, who
al so acconpani ed us in our DC annual conference said,
"We are a country that is expelling its youth. W are
breaking up the fabric of the famly."

Trade is NOT a poverty reduction solution
for EIl Sal vador and if you ask Sal vadorans in the US,
they will tell you that if economc conditions
inproved in their country, they would be the first to
return. Every Salvadoran is fighting for poverty
reducti on. The question is: Can trade actually
reduce poverty not just further reward the rich and
power f ul ?

VWi ch brings nme to ny second poi nt. UNEQUAL
CAPACI TY BETWEEN DEVELOPED AND DEVELOPI NG NATI ONS.

Capacity to conpete and capacity to
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negotiate. So what is our position? W support trade
as a neans of devel opnent | eading to poverty reduction
not as an end in itself. Trade nust be fair. For
trade to be fair there has to be the opportunity as
well as the ability to expand exports. In the |ong
run this is critical to poverty reduction.

Qpportuni ty neans openi ng access to narkets,
nost of all in rich countries. Ability involves both
the technical skills and social safeguards to
participate effectively in global markets. Certain
types of capacity strengt heni ng neasures provi de t hese
saf eguar ds.

Devel opnment assistance to Central Anerica
should increase significantly to deepen this U S
commitnment to a level playing field on which all
trading countries, rich and poor, may benefit.

From what we know about CAFTA, we do not think it
cones close to fulfilling these criteria.

I n reality, t he trade- grow h- poverty
reduction link is far fromclear. The trend has been
toward | owered barriers to trade, but the benefits
have favored the nore protectionist, devel oped

countries. Agriculture is a case in point.
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To level the playing field in agricultural
trade and to increase El Sal vador's opportunity and
ability to conpete, there are elenents that nust be
put in place before any agreenents start.

Qur partners incountry, Cl DAR have outli ned
these prerequisites to fair trade:

Tariff and non-tariff protection for
Sal vador an and Central American agricul tural products.
The reduction of tariff and non-tariff barriers that
protect agro food products in the United States.
| npl enent ati on of policies that strengthen the rural
productive fabric.

This is a whole conpl enent of progranms and
policies to level the playing field need to be in
pl ace; Innovative Technol ogy for the strengtheni ng of
agro food chains; work training prograns; access to
land, principally for rural wonmen who have been
excl uded; creation of a rural devel opnment Bank and a
fund for rural devel opnment. And there are others.

| mpl enent ati on of an adequat e soci al policy:
i nproved rural educational; nodernized and anplified
health care and social security, dignified housing,

expansion of the road network to rural communities,
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distribution of potable water and basic rural
sani tati on.

In the area of environnent: paynent for
envi ronnent al services; establishnment of inportation
regul ati ons of transgenic products, prohibition of
privatization of native genetic materials, inproved
managenent of water resources and econom c i ncentives
for agro ecol ogical practices.

M gratory policy: mgratory agreenents
should be established that permt the tenporary
nmobi |'i zati on of men and wonen rural Sal vador an workers
to the |l abor market in the United States.

The third and final issue |l will discuss is
the LACK OF TRANSPARENCY | N THE NEGOTI ATI NG PROCESS.

What mechani sns are in place to assure that
there is consensus between governnment and civil
soci ety before any agreenents are signed? And on an
i nternational basis what access to information do the
small Central Anerican countries have so they can
capably negotiate wth the powerful US?

Capacity to negotiate trade agreenments is
deci dedly skewed in favor of rich countries. The U S

Departnent of Agriculture has untold nunbers of Ph. Ds
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wor ki ng on studi es of nodel s of the effects of FTAAto
advise USTR negotiators, while Latin American
countries have nearly none.

So I would like to conclude by stressing
t hese concerns for your consideration:

1. The proof that Free Trade Agreenents
|l ead to poverty reduction is in serious question.

2. Negoti ati ons on agricultural products
must start from a level playing field between all
countries. Capacity of El Salvador's rural sector to
conpete nust be a prerequisite.

3. Negotiations nust be transparent.
I nformati on nust be available to civil society as well
as congressi onal oversight commttees. And Sal vadoran
civil society shoul d be gi ven neani ngf ul opportunities
for participation in the shaping of agreenents.

It is not a matter of whether or not to have
fair trade. It is about how to nake any trade fair.
| am not tal king about a bunper sticker slogan. | am
tal king about real lives. W have to put our heads
together and figure out how to nmake trade fair with
benefits for all.

Thank you very nuch.
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CHAI RPERSON SURO- BREDI E:  The first question
will be by the Departnent of State.

M5. ROE: Thank you for your testinony. |
wonder if you could elaborate or suggest ways to
ensure that small to nediumsize enterprises, for
exanpl e, the cooperatives that you nentioned, be able
to take advantage of the benefits of a U S. CAFTA, for
exanpl e, through the devel opnent of technical skills
as nentioned in the statenent.

MS. SAUDEK: | think that's the way it
shoul d be. They should be able to have a skill base,
t echni cal under st andi ng of devel opnent of agri cul tural
busi ness, for exanple, to nmake them conpetitive.
That's what exactly has been mssing in El Sal vador.

There's been, as | said at the begi nning of
my statenment, a conplete turning away from the
agricultural sector. There is a belief from the
Sal vador an governnent that the agricultural sector is
no | onger viable, even small agricultural business.
They see other ways to conpete.

Yet, it's the major population is still
agricultural base. Qur concernis that the governnent

of El Sal vador pay attention first toits own needs so
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that it can conpete with any agricultural business
with the United States.

M5. ROE: Thank you. Could you be alittle
bit nore specific in sharing with us exactly what
ki nds of nechani sns or processes you think could be
the avenue to ensure that these skills be devel oped?
Whose responsibility would it be, for exanple, as
wel | ?

M5. SAUDEK: | think that the Mnistry of
Agriculture is one of the responsible parties. And I
bel i eve t hrough nore i nvestnent. Through credit plans
for technical assistance. | forget what they call it
in the United States when vyou give technical
assi stance to farners.

That i dea to have a budgeted |ine that hel ps
farmers, particularly small farners and coops, go from
growi ng sonething and trying to sell it at a market to
nove into a nore technical area and do agricul tural
busi ness, agricul tural processing, manufacturing that
can happen in the agricultural sector so that these
peopl e don't have to nove, to mgrate.

M5. ROE: Thank you.

MS. SAUDEK: Sorry that the agricultural
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representative isn't here this afternoon.

CHAI RPERSON SURO- BREDI E: W'l see that
t hey hear about your testinony.

The next question by USTR

MR, FANTQZZI: Thank you. O course, you
mentioned that the United States 1is providing
technical assistance to help wth the negotiation
process in the |DB. The countries thensel ves have
identified a nunber of priorities for the trade
capacity building assistance that we are providing.

One of themis sonething that has cone up
today in at least two or three of the speakers, and
that is conducting a di alogue with civil society. How
woul d you fell -- I nean, how coul d we best hel p that,
| guess is what I'mtrying to say, using our trade
capacity buil ding assistance?

MB. SAUDEK: How can you encourage open
civil society dialogue on these trade negoti ati ons?

MR, FANTQZZI: Yes.

M5. SAUDEK: | think that you are the m ght
United States and you can --

MR, FANTQZZI: O course we coul d just say,

"Dothis andif you don't doit we won't do anything."

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

203

As a practical matter, is there a problem wth the
ability of these governnents to actually carry out --
let's assune for a nonent that these governnents have
the wll to carry out dialogue with civil society. Is
there a problemw th their capability to do so?

M5. SAUDEK: Civil society's capability?

MR. FANTQZZI: The governnment's. Society.

M5. SAUDEK: | don't think so. | think that
it's a wllingness nore than a capability. | think
t hat there has not been an open process. There hasn't
been a space where people could cone, sit down wth
their own governnment to negotiate what their position
could be, and then have that translated to the
negotiating format with other countries. | don't see
it as a problem It just hasn't happened.

MR, FANTQZZI : kay. | have anot her
guesti on.

CHAI RPERSON SURO BREDI E: Pl ease.

MR. FANTQZZI: You identified a nunber of
conditions for there to be a level playing field in
trade of agricultural products. One of them is
i npl enentation of policies that strengthen the rural

productive fabric, etc., and then you give them a
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nunber of --

MS. SAUDEK:  Yes.

MR. FANTQZZI : And then another is
i npl ementati on of an adequate social policy. Wo are
you looking to to do that sort of thing? Whose
responsibility is it to carry that out?

M5. SAUDEK: | think the main responsibility
is the Sal vadoran governnent. W know that it takes
nmoney to do all of this and that noney cones into the
Sal vadoran governnent through foreign | oans so there
is opportunity to influence the use of these nonies.
It is the Sal vadoran governnent's responsibility.

But, as | said, I don't think they have the
will at this point. They have just abandoned the real
sector. | think in terns of trade it can't be
abandoned. It's the only thing they have at the
monment unless its a maquil a.

M5, WH TE: I have a question. You
menti oned t he maqui | as were not good j obs or sonet hi ng
like that. | can't renenber exactly what you said.
Wul d you expand upon why you think that is not a good
alternative?

You have unenpl oynent in the rural area but
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you said the maquilas were primarily in the city.
That is a little bit of a disconnect to ne, | nean,
peopl e comng fromthe rural areas to the cities which
| think you did say. Also, what is the problemwth
maqui |l as as a source of enploynment. Irrespective of
whet her or not they should be shifting fromthe rural
to the maquilas, is there a problem per se wth
enpl oynent ?

MS. SAUDEK: | think maquilas offer jobs
that they didn't have in the rural sector and it does
gi ve them sone incone. It is a job but it's not a
secure | ob. It's a job that is there because the
econom c situation in the country is favorable to the
conpany that cones in and it could be an Anerican
conpany that cones in and sews shirts, or it could be
a Korean conpany.

The mnute the |abor market becones nore
attractive in another country, those maquil as cl ose
down and there's been no job security built into it.
Where are these people going to go? There's no
necessarily ot her business that they have been trai ned
for except tosit in front of a machine and sew. It's

a very tenporary solution. It's not giving them
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skills for the future

M5. WHI TE: So you have had bad experiences
of maquilas com ng and cl osi ng down and | eavi ng?

M5. SAUDEK: Most definitely. The sad thing
to me is that because there is such an investnent in
this particular -- as | said, the |abor is what they
have for sale in El Salvador. These maquilas are in
the urban centers right now but they are taking up
prime agricultural land nowto build maquilas farther
and farther out into the countryside. Yes, this may
gi ve peopl e local jobs but, again, it's so transient.
It's not secure.

CHAlI RPERSON SURO- BREDI E: Thank you very
much.

Qur next wtness is Kathy Hoyt, Co-
Coordi nator of N caragua NetworKk.

MS. HOYT: Good afternoon. Thank you for
letting ne testify. | work for the Ni caragua Network
which is an organization that for 23 years has
advocated for sound U S. foreign policies toward
Ni caragua and provided information and organizing
tools to a network of about 200 solidarity and peace

and justice comunities around the United States.
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W are part of a novenent in the U S
opposi ng the CAFTA. The U S. CAFTA coalition is nmade
up of solidarity and fair trade organi zati ons fromt he
U S who are responding to a call from our Central
American partner organizations to organize a multi-
facet ed canpai gn agai nst CAFTA

As part of that canpaign we are circul ating
an organizational sign-on statenent, the People's
Decl aration  Agai nst Free Trade Organizations.
| ndi vi dual signatures are currently being collectedin
all six countries that are negotiating on CAFTA. W
wll submt this statenment and signatures as part of
the witten testinony on CAFTA on Decenber 2nd.

| would like to read excerpts from that
statenent for you today to give you a sense of the
opposition that is being raised to CAFTA throughout
Central Anerica and the U S. This is a joint
statenent witten basically by Latin Anmerica.

"Peopl e's Declaration Against Free Trade:
Based on our experience and work, the undersigned
organi zati ons enphatically reject existing agreenents
on trade and investnent as well as those which are in

the process of being negotiated such as the FTAA,
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CAFTA, and the PPP

These agreenent s do not gener at e sust ai nabl e
devel opnent or create better jobs. On the contrary,
they increase public debt, threaten historic,
cultural, and natural wealth, and destroy nationa
sovereignty and food security. These Free Trade
Agreenments underm ne our people's struggle for a
denocratic culture that pronotes justice and equality.

The free trade treaties and the PPP are
agreenents that formpart of the hem spheric agenda of
the United States Governnent. The trade agreenent
serves as the nechani smthrough which national |ega
frameworks are nodified subordinating nationa
legislation to the interest of transnational capital
and el imnating any possibility of regulating foreign
i nvest nent . This exclusionary nodel pronotes the
privatization of public services including water,
health, social security, education, electricity, and
t el ecommuni cati ons.

The FTAA and CAFTA if inplenented would
reaffi rmand deepen the direction which existing trade
agreenents have taken including free access for

foreign corporations, for governnent contracts and
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bi ddi ng, prohibitions on our national states which
i npede application of <capital <controls enabling
corporations to sue a state in secret internationa
tribunals for perceived profit | oss due to established
state regul ations, and the protection of intellectual
property rights and paten regines.

The FTAA and CAFTA if inplenented would
pronote a liberalized energy policy controlled by
transnati onal corporations which generate, transmt,
and di stri bute energy, a continental water market, and
a profit-driven agribusiness system that produces
genetically nodified food under the control of
corporate interest of the United States.

The FTAA woul d al so pr onot e t he
i beralization of strategic activities that until now
have been state controlled such as petrol eum natural
gas, wat er resour ces, f orest reserves, and
bi odi versity which represent attractive niches for
foreign, private investnent.

The winners in the CAFTA and FTAA are
transnati onal corporations andtheir internediaries at
the national |evel. The effects would be the

conodi fication of public services essential for life,
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t he sal e of natural resources, increasingly precarious
wor ki ng condi ti ons, hi gher unenpl oynent, and
deteriorating health as a result of genetically
nodi fi ed food consunpti on.

In addition to these effects, these
proposal s are effectively supported by active counter-
i nsurgency projects. W issue a special call to adopt
a firm and aggressi ve stance agai nst t he
remlitarization of the region pronoted by the
Government of the United States with the col |l aboration
of the respective Central Anmerican governnents.

For t hese reasons, t he under si gned
organi zations, which we will turn in by Decenber 2nd,
express our fierce opposition to the FTAA and CAFTA
because of the damage and negative i npact that it wll
have on the human rights of the people of Centra
Arerica. It is inportant to underscore the |ack of
opportunity the countries of Central Anmerica have had
to exercise their right to self-determ nation and t he
construction of a different Central America. W also
enphasi ze the particul ar nature of the i npact of these
processes on socially vulnerable sectors such as

wonen, youth, and children.”
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Thank you very nuch.

CHAI RPERSON SURO- BREDI E: Thank vyou. The
first question we have fromthe State Departnent.

M5. ROE: First | wanted to ask if you have
recomendations for specific initiatives or areas in
whi ch capacity building in Central America could
effectively address sone of your concerns.

M5. HOYT: | think a lot of that will cone
from the Central American governnents through the
years with the support of the international agencies.
| think up to this point that has not been an issue
for international donors, trade negotiators.

It's never been a condition of participation
in these agreenments whether its the internationa
financial aid institutions and their |oans or trade
agreenent s have never enphasi zed capacity buil di ng for
the Central Anericans.

| think if this were an enphasis of our
trade demands, which so far have just been about
openi ng markets for investnent, that woul d encourage
the |ocal governnents to begin to invest nore in
capacity building for their own citizens and, thus,

| evel the playing field as the woman from Share who
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spoke before ne enphasi zed.

MS. RCE Thank vyou. Just one other
question. D d you want to el aborate any on t he nunber
and range of organi zations that you nenti oned woul d be
provided | ater?

VS. HOYT: | speak mainly for the
organi zations that | know that would be signing on
from N caragua are farm workers, consuner defense
network, and then there are a nunber of groups that
belong to that, human rights groups, community
movenent, young environnentalists, and different
unions in the urban sector because the workers in the
maqui | a doras i n Ni caragua don't see nmaquil a dora work
as an answer either.

They see that the wages are so |ow that
while it is true that the rural nothers see their
children suffering from malnutrition, the urban
nmot hers who work in the maquila doras al so see their
children suffering frommal nutrition because t he wages
are not enough to buy enough food in either case
It's not an inprovenent for folks to cone into the
cities. Those are the organizations; |abor, farm

consuner, community, environnental, human rights.
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M5. ROE: Thank you.

CHAI RPERSON SURO- BREDI E:  Next question from
USTR.

MR.  FANTQZZI : | would just like to --
perhaps you were in the room when | said this to
earlier speakers but the WIO servi ces agreenent, which
we are part, does not require privatization or forced
regul ation of any service. Nor have we asked any
country in the WIOto do that. That's a statenent.

I'"'m interested if you could elaborate a
little onthis second to | ast paragraph. "In addition
to these effects, these proposals (which | guess is
the CAFTA) are effectively supported by active contra
sergeancy projects.” Is there an active insurgency in
the region and what is the relationship of CAFTA?
What relationship to you see for CAFTA?

IVS. HOYT: Wat we're seeing is a
remlitarization in order to keep control. There are
certainly arned bands in Nicaragua, for exanple,
al ways with the threat that people could join themin
greater nunbers, either denobilized contras or
Sandi ni sta arny people who never got the |and that

they were prom sed when they denobilized.
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Renmenber t he peace process of '89, '90, '91?
And so they felt that they were lied to so they are
ar med. The level of poverty, | think, all over
Central America 1is such that there <could be
insurrection at any point. Meanwhi |l e, the United
States is making mlitary agreenents for bases.

There's a big base in El Sal vador after the
sout hern conmmand was noved out of Panama. The bases
had been |l ocated in different parts of Latin Anerica.
El Sal vador is one.

For the first tinme since the Sanpbsa
dictatorship the United States sent direct mlitary
aid to Nicaragua to the N caraguan army. Ni caraguan
arnmy officers are now training at the School of the
Americas again for the first tine since the Sanobsa
di ct at or shi p.

So there is a remlitarization. There is
always U.S. mlitary in Nicaragua with the New Hori zon
Humani tarian training near the route of the proposed
trans-lIsman railroad so there is very definitely a
remlitarization going on. VWhile there is not an
i nsurgency which is worrisone yet with the increased

poverty and the col |l apse of coffee, | think it's very
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possi bl e that people could take up arns in greater
nunber s agai n.

MR, FANTQZZI: Thank you

CHAI RPERSON SURO-BREDI E: | think that's all
our questions. Thank you so very nuch.

Qur next wtness is Vincent MEl hinny,
Program Manager, InterAction [IDB-Cvil Soci ety
Initiative. | hope | pronounced your nane correctly.

MR, McELHI NNY: Very cl ose.

CHAI RPERSON SURO- BREDI E:  Per haps you coul d
give us the real version

MR. McELHI NNY: Good afternoon. My nane is
Vi ncent McEl hi nny. I'"'m the Program manager of the
InterAction IDB-Civil Society Initiative, whose focus
is advocacy on trade and integration issues through
our nmenbers working in Latin Anerica.

| have I'ived and worked i n EIl Sal vador while
conducting ny doctoral research and spent a
significant amount of tinme on frequent visits to
Central Anerica over the past 12 years. | work with
some 60 InterAction nenbers that have accunul ated
decades of devel opnent experience in Central Anerica.

My work at InterAction is to help provide
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our menbers and their civil society partners in
Central Anerica with the knowl edge and skills they
need to influence devel opnent policy and practice by
uphol ding the highest standards of transparency,
poverty reducti on, soci al and envi ronnent a
sustainability and full participation by affected
popul ati ons, which happens to be the conditions on
whi ch t he I nt er-Aneri can Devel opnent Bank recei ved $40
billion in 1994 as an aid for replenishnment which we
feel are applicable to all devel opnent initiatives.
Hence, ny comment today are concerned with how NAFTA
wi || uphold these principles.

InterAction is the Jlargest nenbership
alliance of U. S -based international devel opnent and
humani t ari an nongover nnent al organi zati ons (NG3s) with
nore than 160 nenbers working in every devel oping
country. I nteraction catalyzes, convenes, and
coor di nat es nenber organi zations so that they can act
col l ectively and speak in a unified voi ce on i ssues of
conmon concer n.

|'ve had the opportunity to speak wi th many
of our partners in the region about the inpact that

trade liberalization has had on their |lives and the
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proposed CAFTA negoti ations. | appreciate this
opportunity to bring to you sone of their concerns in
my conmments today.

We recogni ze that the potential benefits of
trade can be an inportant engine for economc growh
and poverty reduction. However, only when trade is
built upon solid institutional foundations are these
benefits typically realized.

There is a widely shared frustration by many
working in Central Anerica that these conditions may
be I acking. The region remains critically vul nerable
to recurrent econom c and ecol ogi cal shocks. After a
decade of post civil war and econom c reforns that
have already | owered trade barriers, elimnated state
subsidies for many producers in the region, and
increased trade, it is noteworthy that many of the
devel opnent trends have failed to really uphold the
prom se that have conme with trade |iberalization

| list a nunber of economc and politica
i ndicators that suggest that there is, at the very
| east, nmuch to be desired fromthe effects of economc
reformrs to the extent where even denocratic

institutions are losing what little legitinmcy they
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have in sone countries, and even in countries |ike
Costa Rica are slowy losing | egiti macy because of the
| ack of econom c payoff.

| speak to you today to convey the concerns
of our partners in the region regarding the potenti al
i npact of a proposed U. S.-Central Anerican Free Trade
Agreenent (henceforth CAFTA). Sone of our concerns
are rooted i n what has been | earned fromthe i npact of
the North Anerican Free Trade Agreenent (NAFTA) on
U.S., Canadian and Mexican citizens, as well as our
prelimnary analysis of the Free Trade Agreenent of
t he Americas negotiating text.

Wi | e we appreci ate the opportunity to rai se
questions about the CAFTA negotiation process, the
lack of access to information relevant to CAFTA
process prohibits comentary on nore substantive
aspects of the expected outcone of a trade agreenent
between the U. S. and these five countries. I will
[imt our cooments to concerns about the process until
we have access to the negotiating text and can assess
the potential risks and opportunities of CAFTA

W urge the USTR to make these types of

hearings nore useful for all by providing for the
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tinmely access to all relevant CAFTA docunents - and
nmost inportantly, to allow early access to the CAFTA
negoti ating text. As well as having these types of
hearings in the region itself prior to the onset of
negoti ati ons.

The concerns of our partners refer to the
assuned devel opnent opportunities of trade
i beralization, the exclusion of many sectors of civil
society from the trade negotiation process, the
institutional commtnent to the conditions under which
trade could be a key part of a pro-poor devel opnent
strategy and the urgency with which a trade agreenent
is expected. Let ne say a few things about each of
t hese four points.

One, the U S. trade agenda should be
grounded by nore intensive investigation of the |inks
bet ween trade | i beral i zati on and sust ai nabl e- equi t abl e
devel opnent. Research on trade liberalization has
failed to persuasively denonstrate that countries that
trade nore also achieve |lower |evels of poverty and
inequality. The evidence is at best m xed.

The case of Mexico is nost instructive.

Export volunme has tripled since NAFTA and econom c
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growt h averaged a robust 6% between 1996-2000. But
research by the Inter-Anerican Devel opnment Bank has
shown that the top 20% of the incone strata captured
the investnent benefits of NAFTA, while over 60% of
Mexi cans remain trapped in poverty.

Many of t he conpetitiveness and productivity
gai ns t hat NAFTA prom sed for Mexi co have been slowin
com ng. Clearly the trade-devel opnent relationship
depends wupon other factors. Anmong them good
governnent, |l owinequality, adequate human & physi cal
capi tal investnent, substantive adj ust nent assi stance.

To date, little is known about the possible
i npact of CAFTA. Inpact assessnents on the enpl oynent
and poverty effects of CAFTA, disaggregated by gender
and sector, are necessary to clearly identify the
winners and losers from trade |liberalization in
Central Anerica. Mre shared analysis is especially
needed to stinulate infornmed debate about the nore
obj ecti onabl e aspects of NAFTA and the FTAA

Qur partners share the views of others in
ternms of our concerns related to any i nvestor-to-state
di spute procedures that inherently weaken |ocal

regul atory authority; rules on trade in services that
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vi ew public provision of health, education, water and
energy as barriers to trade; agricultural trade rules
which fail to address U. S. subsidies or the entry of
GMO foods; the relatively unsuccessful treatnent of
| abor and environnental rel ated trade di sputes through
side agreenents; and the absence of trade rules
addressing obstacles to | abor nmobility or mgration.

The second maj or issue | would |Iike to touch
on is the fact that to date civil soci ety
participation in the trade negotiation process has
| argely been excluded. In order to make inforned
deci si ons about the potential risks and opportunities
involved in the proposed CAFTA, it is essential that
all parties involved have as nuch information and
input into the negotiating process as possi bl e.

The suggested inpact assessnents shoul d be
made available to civil society in order to provide
for their informed i nput into the negotiation process.
Publ i c hearings sponsored by a joint USTR and | ocal
government teamshoul d be held regularly, not only in
Washi ngton, but in each of the five Central American
countries prior to the begi nning of negotiations, and

as a periodic nechanism to disclose information
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relevant to the negotiation process.

Qur experience has suggested that reliable
and transparent nechani sns of information disclosure
are absent. InterAction views the establishnent of a
Congressional Oversight G oup as a useful nechani sm
only to the extent that the USTR agrees to i nformand
share docunentation with these congressi onal advisors
in a tinely fashion.

Qur partners are concerned by the recent
refusal by the USTRto accept Rep. Baucus' petition to
have the COG attend the US. - Chile free trade
negoti ations as observers and the |ack of access
provided to the negotiating text in that particular
case. Seven years expired before the USTR shared the
FTAA negotiating text with civil society.

Clearly, the tinely exchange of information
bet ween governnents and |l egislative or civil society
nmonitors of the negotiation process has not net the
expectations of the latter and nust be inproved. For
instance, our partners would Ilike to know the
agricultural products that the U S. has identified as
trade sensitive under CAFTA and into which the ITCis

in the process of conducting inpact anal yses.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

223

Poi nt No. 3. We recognize that Central
Anmerican countries enter into CAFTA at a trenendous
di sadvantage in terns of trade capacity in the areas
of negotiation participation and conpliance, as well
as conpetitiveness and adjustnment nechani sns. The
recent scaling up of trade capacity building
assi stance (TCBA) by the U S. Governnent and other
institutions is an inportant step toward di m nishing
this gap. Still, trade capacity building assistance
addresses only a small part of Central Anerica's
devel opnment needs and shoul d not be seen as a panacea.

Qur partners hope that this increase in TCBA
does not effectively crowd out conpr ehensi ve
devel opnent progranms that prioritize increased
i nvestment i n education, health, credit and t echnol ogy
transfer, particularly in rural areas.

My last point is why the rush? The
conpressed one-year tineframe for negotiating CAFTA
provides very little tinme to achieve significant
i nprovenents in the trade negotiation capacity of the
Central American advisors or to allow constructive
civil society participation. This rush to sign a

bi ndi ng trade agreenent reduces the chances of trade
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capacity buil di ng assi stance having a maj or i npact on
t he outcone of the negotiations.

Gven the scant solid analysis of the
potential inpact of CAFTA, the need for nore space for
civil society participation in the trade negotiation
process and the required i nvestnent in the adjustnent
needs of those likely to be negatively affected by a
trade agreenent, we question the urgency at which the
U.S. and Central American governnents are expected to
si gn CAFTA.

In sum we raise these questions to
illustrate the concerns that <civil society has
expressed both through attenpts at constructive
engagenent of their respective governnents as well as
t hrough increasingly conflictive protests when these
conventional efforts to participate are denied.
InterAction and its nenbers will continue to nonitor
this process in order to make inforned deci sions that
favor or oppose CAFTA in collaboration with our
Central Anerican partners.

Thank you.

CHAI RPERSON SURO- BREDI E: Thank vyou. We

have a clarification fromthe ITC first on sonething
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t hat you had sai d.

MR. LEAHY: Just a point on your comments on
the sensitive ag. products. In requesting the
investigation from us in the context of this
particul ar agreenment and in several other earlier
requests, thereis alist of products that is provided
by the USTR, so that information is publicly avail able
as to what products we are | ooking at. Wre you aware
of that?

MR. McELHI NNY: To sone extent or another it
isn't necessarily clear to us what is and what isn't
onthelist. W knowthat there's a deadline which 60
days prior to the onset of negotiations that |ist has
to be defined. W don't know all the products that
are on that list. Mre inportantly we would like to
know to what extent --

MR.  LEAHY: You would like to know the
answer .

MR, McELHI NNY: To what extent even beyond
the answer that the information conducted in those
studies will be avail abl e.

MR. LEAHY: Right. That is another separate

i ssue that has been the negotiating dynam c because
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they are in negotiations in all of these. The I|ist
itself is pretty specific if you understand how the
tariff schedule is organized. |If you have particul ar
guestions on the list, | would be happy to hel p you at
a | ater date.

MR. McELHI NNY: Ckay. Thank you.

CHAI RPERSON SURO- BREDI E:  Qur tinme is short
so |l will ask USTR and Treasury if they could ask one
gquestion each, please. W'Il|l start with the Treasury.

VS. SANM GUEL: You say that firm
commtnments to the full set of conditions for poverty
reducing fair trade are necessary. | was wondering if
you could clarify what this full set of conditions --

MR. McELHI NNY: Well, inthe parenthesis in,
| think, the second paragraph | have listed -- well,
when | tal k about the case of Mexico, which I'l| use
to make ny exanple now, | include four or five things
that are general topics.

Let ne just tal k about the nost intractable
one but probably the nost inportant for Latin America
islowinequality as a condition. Wether that can be
achi eved between now and the time an agreenent is

signed i s anot her issue. There is persuasive research
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by the IDB that it is, in fact, incone and asset
inequality that ensures that whatever benefits get
produced fromtrade |iberalization, increased vol unes
of trade, diversification of trade, are captured by a
smal | percentage of the popul ati on who happen to be
wel | positioned to capture those benefits. That is
quite clearly an obstacle to trade being a pro-poor
devel opnment strategy.

In fact, it can be treated in a way that it
actually reinforces the obstacles to a pro-poor
devel opnent strategy should that condition exist, or
at | east not be addressed. There are other conditions
| think are suggested in that sentence that | could
say nore about.

M5. SANM GUEL: That's okay. We're short on

MR, FANTQzzZI: We'll just pick up on that
guestion. To what extent can these i ssues, especially
the one that you just nentioned about equality, be
addressed by the CAFTA? To what extent are they
basically donestic issues that have to be resol ved?

MR, McELHI NNY: | think other speakers have

made the point but | would just reiterate that to
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think of things as exclusively donmestic or
international issues is al nost becom ng inpossible.

They are large dynamc in the relationship
that non-Central Anerican actors have in terns of
influence and the political will or the absence of
political wll that exist anmong Central Anerican
governnments to enact certain reforns.

Tax reform has been a plank of the
Washi ngt on consensus sinceitsinitiation. It's never
been fulfilled in Latin America but no one has ever
held the governnent's feet to the fire for that
reason. That hasn't been one of the criteria on which
renewed | endi ng has been obstructed. Wether CAFTA
can change this is certainly subject to studies that
have to suggest that with a fairly sober and enpiri cal
presentati on.

That certainly is, | guess, ny point about
the fact that we | ack real solid evidence that suggest
that under the real conditions that Latin Anerica --
Central Anerica is entering into this agreenent that
an agreenent |ike CAFTA could ultimately be poverty
reduci ng.

| woul d suggest, | guess, that ny first stab
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at figuring out how this mght help, and an area in
whi ch there m ght be agreenent between civil society
and the USTR in this case, is that there are
nmonopolies wthin donestic governnents to prevent
distribution of benefits from trickling down to
everyone.

The rural sector that was referred to by
Cher, you can point to case after case after case
where the donestic productive chain is controlled by
one, two, or three individuals at different subsectors
of agriculture and industry in the sane way. To the
extent that CAFTA can undo those nonopolies,
ol i gopolies by subjecting themto foreign conpetition
or conpetition withinthe country, |I think that is one
step to ultimately resolving the obstacles that
prevent trade from being poverty producing.

That said, | don't think anyone who has
testified in the last five to 10 mnutes is hol ding
their breath thinking that this is actually going to
be enough of incentive in the short time franme that
CAFTA i s schedul ed to be negoti ated that that actually
is going to happen. W are very, actually, concerned

that these, in fact, are the people who are going to
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have the nost to gain fromsuch a trade agreenent.

CHAI RPERSON SURO- BREDI E: Thank you very
nmuch.

Qur next wtness is Mlinda St. Louis.
Could I remnd the witnesses that we are trying to
hold you to five mnutes. It's hard for ne to
i nterrupt you when you have a very long and intricate
presentation but, unfortunately, we are now making
others that were called to testify wait over 30
mnutes so if you could hold your testinony to the
five mnutes, it would be very mnmuch appreciated.
Thank you. Sorry to put this burden on you
particularly. It applies to everyone. Thank you.

M5. ST. LOQUI S Thank you again for the
opportunity to address you today. M nane is Melinda
St. Louis and |I'm the Advocacy and Canpaigns
Coordi nator for Wtness for Peace.

Wtness for Peace is a grassroots U S.
pol i cy advocacy organi zati on wi th a per manent presence
in N caragua, Mexico, and Col onbia. For 20 years we
have supported peace, justice, and sustainable
economes in the Anericas by educating U S. citizens

about the effects of U S. policy in Latin Anerica and
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advocating for policy based on respect for hunman
dignity.

We have t aken nore than 10,000 U. S. citizens
to Latin Anerica, the majority of these to Ni caragua,
to wtness for thenselves the effects of U S. policy.
| address to you today to voice strong opposition to
the U S. Central Anerica Free Trade Agreenent, CAFTA,
as a representative of this organization that has
nmonitored the effects of the NAFTA in Mexico and has
mai nt ai ned a 20-year presence in N caragua.

Qur permanent presence i n Mexi co has al | oned
us to develop deep relationships with civil society
groups who represent the poor. What we have heard has
been overwhel m ng rejection of the NAFTA nodel .

In the year since NAFTA, total agricultural
production has been cut in half resulting in
di sastrous consequences for Mexican farners and their
famlies. On the urban side the mninmm wage in
Mexico fell nearly 25 percent from 1994 to 1999.

| f the Mexi can wor ki ng peopl e have fared so
poorly under NAFTA, we are concerned how can
Ni caragua, an econony |less than 1/200th the size of

Mexi co, even dreamof conpeting under a sim |l ar nodel.
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| wish to share with you three specific
concerns about the CAFTA that we have heard tinme and
again fromour N caraguan partners. The first is the
devastating inpact on snmall farnmers with further
rejection and barriers to trade for agricultural
product s. The second is food and security from
conti nued pronoti on of an export oriented agricultural
nodel. The thirdis further deterioration of worker's
wages and rights.

The agricul tural provisions of the CAFTA are
extrenely worrisonme to our rural N caraguan partners.
Ni caragua is a country based on agriculture but the
| ack of electricity, t echni cal and financi al
assistance, and the high cost of inputs neans that
Ni caraguan small farnmers sinply cannot conpete with
cheap U. S. products.

Qur partners see the fact that the U S
intends to continue to protect it's own agriculture
t hr ough subsi di es when Ni caraguan farners cannot even
receive credit to plant their crops as a great double
standard that threatens the livelihoods of thousands
of rural famlies.

Ni caragua has difficulty conpeting evenw th
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nei ghbori ng El Sal vador and Costa Rica, nuch | ess the
United States. Cheap inports will mean that even nore
Ni caraguan farnmers will lose their land and will be
forced to mgrate tothe cities, Costa Rica, or to the
United States. Unfortunately, we are concerned that
with CAFTA N caragua's nost profitable export may be
its people.

Ni caragua struggles to feed its own people
and i ncreased dependency on export crops |like coffee
threatens the country's already precarious food
security. The people who I'ive and work i n Ni caragua's
fertile coffee-growing region suffered w despread
famne this year as international coffee prices
plumeted to a 30-year | ow

Thousands  of people who nmake their
l'ivelihoods picking coffee canped out in city parks
and roads begging for food for their starving children
while the coffee beans rotted on the trees.

A tiny econony |ike Ni caragua sinply cannot
i nfluence prices on the world market and, therefore,
is subject to the whins of consuners in rich
countries. A trade nodel which encourages food

i nports and cash crop exports is asking for increased
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food insecurity.

A third deep concern from our partners is
that of deteriorating working conditions. The CAFTA
woul d i nevitably encourage nore maquilas to locate in
Ni car agua. In a country with up to 60 percent and
under unenpl oynent, few people would argue agai nst
bringing nore enploynent to the country. But the
question for the 40,000 people, nostly wonmen who
currently [ abor in Ni caragua's maquil as, i s what types
of jobs are we tal ki ng about.

One uni on organi zer told Wtness for Peace,
"W are not against investnment but we are against
i nvestment which exploits us and does not treat us as
human bei ngs. " We know from our relationships in
Mexi co that since the NAFTA was instituted in Mexico
in 1994 independent workers' organizations in the
maqui | a doras have had an increasingly difficult tine
in advocating for workers' rights. The | abor side
agreenent of the NAFTA has not resulted in any real
protection for the right to organi ze.

In Nicaragua union repression by foreign
investors is conmon place and in direct violationwth

Ni caragua' s | abor code. The Ni caraguan governnent in
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an attenpt to appease foreign investors often cannot
enforce its own | abor | aws.

I ncluding language in a trade agreenent
about "appropriate commtnents"” to | abor standards or
striving not to weaken | abor standards is not enough
for Ni caraguan maquil a workers. The right to organize
i ndependent unions and negotiate fair contracts nust
be strictly enforced by any trade agreenent.

On behalf of our rural and urban civil
society partners in N caragua and based on the life
and death concerns of food security and workers'
rights, we reject the CAFTAas it i s being envisioned.

Due to an unsustai nabl e debt burden and its
dependency on international financial institutions, a
poor country |like N caragua has no |leverage in the
trade negotiations pr ocess. W fear t hat
transnati onal corporations will take advantage of this
weakness to the detrinment of the N caraguan people.

As U S. citizens who stand in solidarity
wi th the people of Mexico and N caragua, Wtness for
Peace demands that our trade rel ationships all ow poor
countries like N caragua to truly develop for the

benefit of their own citizens, not develop to becone
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a dunping ground for U S. products and corporate
i nterest. Qur nationw de grassroots network wll
continue to pressure our policynakers for nore just
trade policies.

Thank you very nuch.

CHAI RPERSON SURO- BREDI E: Thank you very
much, Ms. St. Louis.

Qur first questionw || be by the Depart nent
of Labor, please.

M5. WH TE:  Thank you. I"minterested in
your statenment about the concern for deteriorating
wor ki ng condi tions. | note that you call for the
right to organize independent unions and negotiate
fair contracts nust be strictly enforced by any trade
agr eenent .

Do you have any ideas how this m ght be?
Qur trade pronotion authority actually calls for us to
seek commtnents that a country will enforce its | abor
laws. So to the extent it has | abor |aws on the right
to organi ze and bargain collectively, these would be
covered. Is this the kind of thing that woul d address
your concerns or did you have other sorts of

mechanisns in mnd that we could do to take care of
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t hi s probl enf

M5. ST. LOU S | think there are two
issues. The first thing is that under the Caribbean
Basi n Trade Partnership Act al so there are supposedly
mechani snms to ensure that N caragua is enforcing its
| abor aws. However, in the past years there has been
-- since the year 2000 there has been i ncreased union
repression in N caragua.

Avery high-profile case of GENTEX whi ch was
a Tai wanese conpany actually nade it to the USTR desk
and actually wote a letter about that. However
despite the fact that this continued to happen, that
did not affect the trade relationship under the
Cari bbean Basin Trade Partnership Act.

These are the concerns that we have that
t hough there is | anguage, there is |ip service being
paid to these things, when it actually conmes down to
it, we have not seen it. And with the NAFTA we al so
have not seen that they actually ensure that these
| abor laws are conplied wth.

In addition, | think, for instance, in
Ni caragua t he m ni numwage for a naquil a worker is $65

a nont h. It takes $200 a nonth at least to feed a
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famly of four in N caragua. Wat do you do in that
situation where you say, "Ckay. Perhaps they are
paying the mninmm wage so we're not going to do
anyt hi ng about this."

In fact, it is not a livable wage at all
Peopl e sinply cannot survive nmaking a wage that they
make in the free trade zone. These are sone of the
concerns that we have. | think if there were rea
mechani sms to do that, | think the first step woul d be
t aki ng | anguage that's stronger than sayi ng we ask for
conmmi t ment s.

There needs to be teeth to these comm tnment s
and not to be relegated to a side agreenent that
basically has a research role but doesn't have any
puni tive nmechani sns.

CHAlI RPERSON SURO BREDI E:  Thank you.

Qur next question is from the State
Depart nent .

MS. ROCE: | think that was pretty much
covered by your answer. |f you have any nore thoughts
about any assistance that could be provided to build
capacities and make it nore feasible, that enforcenent

of labor rights and | abor | aws be inpl enented, please
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| et us know.

M5. ST. LOQUIS: | also think that there is
an unfortunate disconnect that happens within the
Ni caraguan governnment. Oten within the mnistry of
| abor there is will to try to enforce Ni caragua's
| abor | aws.

But, on the other hand, there is the side of
t he governnent that is being pushed to attract foreign
i nvestnment which is going to be part of the Central
Arerica Free Trade Agreenent which  basically
encourages a different tines to |ook the other way
because we don't want to di scourage these conpanies to
continue to cone to Ni caragua.

Ther ef ore, on one hand we have decent | abor
| aws but we can't enforce them because we need to be
attracting these conpanies. | think that is a
di sconnect that | personally do not see how that can
be reconciled with in the CAFTA framework. As we hear
nore from your Nicaraguan partners, |'ll definitely
pass that al ong.

CHAI RPERSON  SURO- BREDI E: And our | ast
guestion from Treasury.

M5. SANM GUEL: In your testinony you talk
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about specifically Mexico and NAFTA. You reference
the period 1994 to 1999. Just |ooking at Wrld Bank
statistics for the period'97, the 10th debt crisis in
Mexi co, through 2001, per capital CGDP has increased.
Services sector has increased by nearly 20 percent.
" mwondering if you could just elaborate further on
your point of viewon that relative to -- effects that
m ght have relative to that first Central Anerica.

M5. ST. LOUS: | think when you | ook at the
per capita GPD for one thing, it is true that there
was a robust grow h during that period. But when you
| ook at real wages, especially in the industrial
sector, which is where nost of the growth happened in
the maquila doras, the people who work in those
maqui | a doras we have nany contacts with wonen and we
take delegations of U S citizens to live in hones
with maquila workers for a few days and they see for
t hemsel ves the living conditions.

These are people who work 12 or 14 hours a
day and sonetinmes work up to 24-hour shifts. They
literally don't have enough to live on. It's one
t hi ng when you | ook at growth, but, again, where does

that gromh go? | think that the maquila industry
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provides jobs but it provides jobs based on
desperati on.

That's desperation that has been put in
pl ace by some of the things we heard about in the
rural sector. When rural conpaci nos can't conpete
with foreign inports, they lose their | and so they are
unenpl oyed so they are willing to work for literally
not hi ng. That's what these nmaquilas then are
exploiting that desperation and that we are saying
this is not a nodel that we think really -- that |
feel confortable being a part of as a U.S. citizen.

CHAI RPERSON SURO- BREDI E: Thank you very
nmuch.

Qur next witness is Jeffrey Vogt, Assistant
General Counsel, International Labor R ghts Fund.

MR. VOGT: Thank you for providing ne the
opportunity to testify today. M nane is Jeff Vogt,
the Assistant CGeneral Counsel for the Internationa
Labor Ri ghts Fund.

The I nternational Labor Ri ghts Fund has been
wor ki ng on I nternational Labor Ri ghts issues since the
m d-80s when the founders of the organization

successfully pushed through the |abor rights
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conditionality clause in the generalized system of
preferences and was then fornmed to nonitor the
i npl enentation of the workers' right clause in the
general i zed systemof preferences. W have since then
expanded our mandate to | ook at |aborized conditions
around the worl d.

The I nt ernati onal Labor Ri ghts Fund
institutionally is concerned about the ongoi ng | abor
rights violations in Central America which are well
docunented by international, national, trade unions,
and al so very apparent in the docunents produced by
the U S. State Departnent's annual review of human
rights and | abor rights.

We feel that the current econom c nodel is
forcing developing countries to conpete agai nst one
another to attract investnent by offering the | onest
wages and f oregoi ng enforcenent of their own | abor and
environnental |aws which often are actually quite
good. The incentive not to enforce themis quite
hi gh.

This conpetition we feel is the greatest
barrier to the enforcenment of the l|abor |aws as

countries legitimately fear that the nultinationals
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w Il nove to the country offering the greatest freedom
to operate with inpunity from the enforcenent of
national | abor | aws.

We believe that to solve this problemthe
Central Anmerican Free Trade Agreenent nust include a
clause that would incorporate subsitive |abor
standards and an enforcenment mnechanism that would
encour age | ocal enforcenent but provide renedies in
the case of systematic nonconpliance of |abor
st andar ds.

As we have |earned from past experience,
whi ch has been expressed by ot her speakers here today,
that unless special nechanisns exist to enforce
international |abor rights standards, the current
vi ol ations of these fundanental |abor standards wl|
conti nue undebat ed.

In the testinony | submtted, | go through
each of the five CAFTA eligible countries and give a
brief summary of sone of the greatest problens. | can
review those briefly wthout reading the entire
statenent to you.

Recently a petition was filed on Costa Rica

to the U S. Trade Representative specifically on the
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i ssue of solidarity associations which has undercut
wor kers' freedomof association dramatically in Costa
Ri ca.

Solidarity associations are simlar to the
organi zations that are banned in the United States
under 8(a)(2) of the National Labor Rel ations Act and
are essentially conpany unions with no ability to
bargain or adequately represent its nenbers. These
nodel s t hat are pronoted by enpl oyers to fundanental |y
undercut the right or ability of legitimate trade
unions to formand exist in Costa Rica.

In addition to these issues, Right to Strike
is excessively restricted in the past 50 years. Only
two strikes have been declared legal in Costa Rica.
Pursuant to a report by the International Labor
Organi zation in 2001 they also confirm that it is
al nost inpossible to carry out legal and legitimte
strikes in Costa Rica.

Mor eover, the judicial process in Costa Rica
is extrenely slow and effective. Inalittle over 70
percent of the cases dealing with unjust dism ssal
t ook | onger than the maxi numanount of time permtted

under Costa Ri can | aw.
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Simlar problens exist in El Sal vador where
freedom of association is not adequately produced.
Al t hough it does exist in the constitution, it is not
observed in practice. Additionally the ILOs reported
frequent di sm ssal of | abor activists by enpl oyers and
the use of blacklists to deny future enploynent to
t hose di sm ssed workers. This exist not only in the
free trade zones but in other sectors in the E
Sal vador an econony as wel | .

In addition, child | abor even in its worst
forms exist as a problemin El Sal vador with chil dren
wor ki ng in dangerous activities and agriculture and
produci ng things such as fireworks.

Moving on to CGuatemala, enployers in the
maqui l a sector in Guatemala have frequently used
intimdation, mass dismssals and plainclothes to
di scourage wunioni zati on. In a recent 2002 Human
Rights Watch study of the nmaquila sector found
w despread sex discrimnation, pregnancy testing,
illegal dismssal of pregnant workers, and a failure
to enforcenents or any productions.

Additionally, as was nentioned in earlier

GSP petitions, there was an issue with the banana
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workers in Morales who were represented by Sutrabi
The | eaders of that union were forcibly renoved by a
mob in Morales in which the current mayor of Mbral es
was i nvol ved.

Those | eaders are nowlivinginexileinthe
United States and viol ence against the workers who
formerly worked for Del Monte continues. |[|ndeed, many
of the former workers of Del Mnte have becone
subsi stence farnmers and continue to be threatened by
arnmed thugs and paramlitaries in the area.

Again, in Honduras simlar problens exist
vis-a-vis child labor and rights to organize and
bargain coll ectively.

Not to short Honduras but to nove on to
Ni caragua and try to stay wthin five mnutes.
Ni caragua is also experiencing incredible hostility
towards workers' rights in the export processing
zones. Recent studies have shown that there is
nonconpliance with pay for overtinme, |ost benefits,
and health and safety. Violations are ranpant in the
maqui | a sector.

It is our testinmony then until these issues

are adequately addressed, and they are obviously not
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bei ng addressed adequately now under the laws and
mechani snms that we have, that if we really want to see
economc growh in Central America w thout greater
di sparities in incone and wor ki ng conditions, that we
feel that the Central Anerican Free Trade Agreenent
must take into account these issues and provide
adequat e nmechani sns to enforce | abor standards.

Thank you.

CHAI RPERSON SURO- BREDI E: Thank you very
nmuch.

First questionis fromthe State Departnent.

M5. ROE: Thank you. W hear very clearly
your suggestion, your proposal that the U S. CAFTA
i ncl ude an enforceabl e | abor rights clause. The trade
pronotion authority does establish as a negotiating
objective that there be a provision that permts
countries to enforce their own |abor |aws which you
have noted are usually on the books tend to be rather
wel | devel oped.

Wuld the strict adherence to such a
provision go a good ways towards addressing your
concern and how do you see that com ng about?

MR VOGT: | think there are two ways. One,
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| think there has to be sone nechanism to build
capacity within Central Anmerica to enforce donestic
| abor | aws which we believe would be the preferable
way to go about building |abor rights conpliance.

In the time I've spent in Central America
and the research |'ve done denonstrates there are
significant barriers. First, governnments sinply in
nost cases do not have adequate resources to fully
fund a functioning judicial system so that is
sonet hing that needs to be addressed.

There needs to be nore -- in the case of
Guatemala there is a plan to develop specific |abor
courts throughout CGuatemala. As far as | know only
one is the eight that were planned to be generated out
of that project is functioning at this point.

Al so in sone instances wi despread corruption
is preventing the adequate enforcenent of |abor
standards. While we woul d push for strict enforcenent
of donestic | abor standards, we also feel it would be
necessary to the extent that you have a systematic
viol ation of |abor rights standards.

That t here be sonme nechani sm super nati onal

mechani smsimlar to U S.-Jordan Free Trade Agreenent .
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Sonet hi ng not nerely state to state but sonething t hat
civil society or labor could also invoke to pressure
t heir own governnents and t he signatories of the CAFTA
to deal with international |abor rights violations.

MVR. CLATANCFF: You wused the term
enforceabl e workers' right clause. The problem I
have, and you are well aware of this GSP, if you take
a situation like N caragua where | think anybody who
| ooks at it reasonably will realize that nost of the
workers in the export processing zones have their
freedom association curtailed one way or bridged in
one way or the other.

Yet, sort of the renmedy that is available to
GSP woul d be to say, "Ckay, we'll cut off the exports
fromthose export processing zones." The workers wil|l
no longer have to worry about their freedom of
associ ation since they won't have a job. Can you give
us a better way to do that?

MR, VOGI: Well, thereis actually inregard
to the free trade area of the Americas there has been
circulated a draft of kind of a proposal to the FDA
which | can attach to my witten coments which | wll

submt in Decenber that | ays out a well-devel oped pl an
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on each of the issues, the major negotiating issues.
It is a thorny issue, and | think again putting
resources towards capacity building in each of the
Central American countries would be a necessary step.

Al so, tal king with unions and organi zati ons
in Central Anerica, the idea of having not so bl ended
an instrunent is it conpletes on or off of sone
countries trade preferences but to be nore sector or
enterprise specific where a particular enterprise, for
exanple, is violating a particul ar | abor standard nore
t han anot her. You could be nore targeted in your
appr oach.

CHAI RPERSON  SURO- BREDI E: Depart nent of
Labor, do you have a question?

MS. WH TE:  No.

CHAI RPERSON SURO BREDI E:  Thank you.

The next witness i s Maddi Azprioz, Wrkers
Ri ghts Program Lawers Conmttee for Human Ri ghts.

|'"'m certain | didn't pronounce your nane
right. Perhaps you could say it for the record.

M5. AZPRI OZ: Sorry?

CHAI RPERSON SURO- BREDI E:  Coul d you say your

name for the record? |I'msure | didn't have it right.
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M5. AZPRI QZ: Thank you for the opportunity
to testify today. M nane is Maddi Azprioz and |I'm
here to testify on behal f of the Lawers Conmttee for
Human Ri ghts.

Since 1978 the Lawers Comm ttee has worked
in the United States and abroad to create a secure
humane wor | d by advanci ng justice, human dignity, and
respect for the rule of |aw

We support human rights activists who fight
for basic freedons and peaceful change at the | ocal
| evel, protect refugees in flight frompersecution and
repression, pronote fair economc practices by
creating safeguards for workers' rights, and help
build a strong international system of justice and
accountability for the worst human rights crines.

The Lawyers Comm tt ee advances fair econom ¢
practices by pronoting gl obal safeguards for worker's
rights. e bel i eve t hat i ncreased trade
liberalization nust be acconpanied by neasures to
protect basic |abor rights. The expressed protection
of labor rights inthe letter on this period of trade
agreenents is the first stepinthis direction. Labor

rights nmust not only be covered by the CAFTA but be at
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its core in a firmsubject to nonetary adversenent.

The CAFTA represents a new opportunity for
the United States and the Central Anerican region to
rai se | abor standards and provi de effective protection
to | abor rights.

Mor eover, such an agreenment would create a
precedent anong the countries of the western
hem sphere for the drafting of enforceable regional
| abor standards in the context of the ongoing
negoti ations of the FTAA The Lawyers Conmmttee
believes that nore needs to be done both in |aw and
practice to ensure that current I|abor rights are
respect ed.

In the witten statenent we provide nore
details about our reconmendations. Basically the
Lawyers Conmttee urged the United States to take into
account the follow ng recommendati ons when drafting
the text of the agreenent.

Negotiations nust be conducted in a
transparent way. Only governnments that conply with
current |abor standards should be invited to sign.
Basic labor rights nust be an integral part of the

agreenent . Enf or cenent nmechani sns for |abor rights
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nmust be equal to enforcenent nechani sns for any of the
rights and obligations in the agreenent.

Tr ade renedi es shoul d be applicable to | abor
standards. Labor rights nust be enforceable in the
entire territories of the signatory parties. A
per manent | abor standard nonetary nust be part of the
agr eenent .

In all of the countries covered by CAFTA
there is anple evidence of |I|abor rights abuses
suffered by workers who are working in export or
econom ¢ production, both industrial and agricul ture,
in sectors suspected to benefit from increased
liberalization in the region.

In El Sal vador and Guatemal a, Honduras and
Ni caragua, especially in the maquilas, there are
severe restrictions and freedom of association and
abuses including child | abor, underpaid for excesses
of tinme worked below !l egal mninmuml egal requirenents
and ot her safety standards.

An estimated 80 percent or nore of the
workers in this sector are wonen. Many of themsuffer
sexual discrimnation including pregnancy testing and

firing of pregnant workers.
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In nost of the factories in the maquil as
there are no unions as a direct result of anti-union
policies and practices wthin the enterprises
including threatening workers with this mssile and
the use of blacklists. In Costa Rica there is the
probl em of the persistence of child [abor in banana
pl ant ati ons.

The Lawers Commttee 1is particularly
concer ned about very serious abuses of worker's rights
in CGuatenmal a where we have been closely nonitoring
human rights violations for many years. W urge the
United States to carefully assess the |abor rights
situations in the region on a country-by-country basis
bef ore signing the CAFTA.

To sumup, | would like to stress the | egal
and practical protection for worker's rights in
Central Anerica nmust be strengthened. The Lawyers
Comm ttee believes that increased international trade
shoul d not cone at the expense of the rights of the
wor ker s. Countries should not |ower their |abor
standards to attract i ncreased i nvestnent in trade and
protection for workers should be in the core of a ful

trade agreenent.
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Negotiations in the CAFTA provide an
opportunity for the United States to express its clear
support for international |abor standards and human
rights. Thank you.

CHAI RPERSON SURO- BREDI E: Thank you very
much. Qur first question will be the Departnent of
Labor.

MS. VWHI TE: Thank you. | note that you keep
referring to core | abor standards and | abor rights and
appl i cabl e | abor standards. When you speak of these,
do you have a particular set in mnd? For exanple,
those that are in our TPA and our GSP or are there
ot her standards?

M5. AZPRI OZ: Yes. W refer to the core
| abor standards and we give a list of themin the
witten statenent. W basically refer to -- | can
refer you to footnote 4 where we say what we
understand by core |abor standards which includes
freedom of association, the right to organize and
bargain collectively, the use of any kind of force or
conpensatory | abor, effective elimnation of child
| abor and elimnation of discrimnation with respect

to enpl oynent and occupation. These are based on the
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declaration and its foll ow up.

M5. WHITE: So those are slightly different
than the core | abor standards and our trade pronotion
authority in the internationally recognized human
rights in the GSP.

M5. AZPRI QZ: Yes. | believe that the TPA
is also based in the declaration and its foll ow up.

M5. WVHITE: | think the GSP | abor standards
are the sane as those that are in the TPA which are
the same with respect to freedom of associ ati on and
right to organize collectively and elimnation of

prohi bition on forced | abor.

The child |l abor one, | think, is stronger
because it <calls for conplete elimnation. The
standards in the TPA are just m ninumage, | believe,

for child labor. And then acceptable conditions with
respect to wages and hours. There is no
di scrimnation provision in the TPA

M5. AZPRI OZ: W have included that in ours.
Then we referred to basic |abor standards on page
nunber 7 where we gave a conplete list of what we
understand the basic | abor is which are nore than the

core | abor standards.
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M5. WHI TE: Thank you.

CHAI RPERSON SURO BREDI E:  Did you by chance
bring extra copies of your testinony?

M5. AZPRI QZ: Yes, | have 25 of them but |
have nore if you need additional ones.

CHAI RPERSON SURO BREDI E:  Thank you

M5. AZPRI OZ: |l wll also submt an
el ectroni c version.

CHAI RPERSON SURO BREDI E: Thank you

Does the State Departnent have sone
gquestions?

M5. ROE: Could you el aborate on what you
mean specifically when you say that |abor rights
shoul d be enforceable in the entire territories, the
signatory countries. Did you nean, for exanple, that
there should be full enforcenent in the economc
processi ng zones?

Did you also refer to anything of a
transboundary nature? For exanple, the ability of
conpanies to go across borders and perhaps not be
avai l able for the enforcenent powers of the country
where they had their plant? O were you only

referring to the first | nentioned?
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M5. AZPRICZ: We refer to what we call in
Spani sh (speaks in Spani sh) which are econon ¢ songs
that are created to attract investnent. That's where
the maquilas are. These are managed privately which
causes t he probl emof enforcenent of | abor viol ations.
When you notice the maquilas problens, nmany tines
sinply the managenent is not accountable for their
actions.

CHAI RPERSON  SURO- BREDI E: Any ot her
gquestions?

MR. CLATANOFF: Your testinony tal ks about
a permanent nonitoring body. How do you see that?
How woul d you |Ii ke to see that structured or how woul d
it operate?

M5. AZPRIQZ: | wouldn't be able to give a
det ai | ed expl anati on of what | understand by that, but
you could probably rely on [|LO noney trading
experiences. W believe it's inportant on top of the
enforcenent to have noney tradi ng nechani sns to create
the capacity inthe region. It would be a good way to
assi st the countries.

CHAI RPERSON SURO- BREDI E: Thank you very

much.
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Qur next witness is Thea Lee, Assistant
Director of International Division of the AFL/CIO
Wl cone.

MS. LEE: Good afternoon. | appreciatethis
opportunity to offer comments on the proposed Free
Trade Agreenent with Central Anerica, on behal f of the
thirteen mllion nenbers of the AFL-CIO. We wel cone
cl oser economc ties wth Central Anmerica, but we are
deeply <concerned that the standard Free Trade
Agreenment nodel will not work for working famlies in
Central Anerica and United States.

The countries of Central Anmerica - Costa
Ri ca, El Sal vador, Guatenal a, Honduras, and N caragua,
face many obstacles to achieving robust, stable
devel opnment: high rates of poverty and inequality,
unsust ai nabl e debt burdens, declining terns of trade
for many of their products on world markets, and
fragil e denocratic structures that are still grappling
with the | egacy of decades of political violence. Any
trade agreenment with the region nust recognize and
address these chal |l enges.

We are working closely with trade unions in

Central Anmerica to develop proposals for an
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integration nodel based on a foundation of strong
donestic i nstitutions, i ncl udi ng i ndependent ,
denocratic trade unions and states with the capacity
to regul ate enpl oyers and protect workers' rights.

Qur proposal s recognize the United States
own responsibility to contribute to the long-term
social, political, and econom c devel opment of the
region, and to work with the governnents of Central
America to find common sol utions to some of our common
probl enms, such as crushing external debt burdens and
the rising pressures on inmm grant workers.

Sinply expandi ng market access and freeing
capital will not stinul ate real devel opnent in Central
Anmerica. Increased trade with the region nust be
acconpanied by inprovenents in workers' rights,
measures for debt reduction, a just inmgration
policy, and comercial rul es that safeguard the public
interest, not just private profits.

Any trade agreenent that falls short of
t hese proposals will be a failure for Central America
and a failure for Anerican workers, and we will work
with our allies across the region to oppose it.

Wrkers' Rights in Central America
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Wrkers in Central Anmerica have too often been
excluded fromthe benefits of increased trade in the
region, as they continue to struggle to have their
basi ¢ human rights respected in the work pl ace.

Repeated and systematic violations of
workers' rights retards the devel opnment of Central
Anmerican countries, and drags down standards for
Anmeri can workers who are thrown into a vicious race to
the bottomw th their fellow workers in the region.

Not one Central American country includedin
the proposed CAFTA cones close to neeting a m ni num
threshold of respect for the I1LOs core |abor
standards: freedom of association, the right to
organi ze and bargain collectively, and freedom from
child labor, forced | abor, and discrimnation.

Wil e the | abor novenment has been able to
pressure Central Anerican governnents to i nprove | abor
rights wwth sone positive results in a few cases,
there are hundreds nore where governnments have stood
by whil e | abor rights are viol ated, or have t hensel ves
been the violators. There has been no significant
i nprovenent in any of the areas discussed in the

AFL-CIOs July 17, 2000 coments on the CBTPA
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eligibility.

Some of the nost troubling cases of
continued workers' rights violations in the region are
detailed in nmy witten testinony, which | will submt
for the record. | have brought copies, too. "' m
sorry for being alittle bit tardy wwth ny coments.

| wanted to just go over sort of the basic
hi ghl i ghts and not go over the individual cases right
now but we can take questions on that if you are
I nt er est ed. Certainly we believe that in all the
Central Anerican countries we have problens both in
law, the labor laws thenselves as well as the
enforcenment of those | aws.

As you know, we submtted GSP cases on
several countries, Costa Rica, Cuatenmala, Honduras.
G ven the continued severe violations of workers'
rights in Central America, it's very troubling to ask
that the admnistration's proposal, in our view,
actually represents a step backward fromthe kind of
protections that we already have now in the GSP
program and t he CBTPA.

We are very concerned that if we actually

weaken the workers' rights |everage that we have
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currently in current trade agreenents in this very
troubl ed region where there are significant workers'
rights violations that we wll be losing a very
i nportant piece of |everage.

W are concerned that the way the
admnistration is reading the TPA bill that they are
| ooking to a very narrow interpretation of what TPA
tells us wwth respect to workers' rights. And that,
in fact, the only enforceabl e provision that they are
| ooking towards is a commtnment to enforce donestic
| abor | aws.

In the context of Central America we think
this woul d be di sastrous because we woul d conpletely
give up any | everage to inprove the | abor laws in the
Central American countries in the context of our trade
rel ati onshi ps.

It is clear that even the United States has
| ong recogni zed that Central Anerica's | abor | aws are
not up to international standards. If we have only an
obligation to enforce existing laws, this wll not
provi de sufficient guarantee that core workers' rights
are actually respected in the region.

The | abor provisions of the Central America
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FTA nust be stronger than those in the Jordan
Agreenent and nuch stronger than what we've seen so
far put on the table in the context of Singapore and
Chi | e.

The Jordan FTA' s |abor provisions were
accept abl e for Jordan because Jordan's | abor | aws nore
or less substantially neet ILO s standards. These
sane provisions would be woefully inadequate in the
Central Anerican context and in any other context
where | abor laws fall far below I LO norns.

The Central American governnments nmust reform
their |l abor laws to neet international standards and
continued conpliance wth these standards and
effective inplenentation of donestic |aws nust be
enforceable obligations in any regional trade
agreenent with Central Anerica

It is certainly essential that any kind of
di spute settl enent enforcenent nechani snms be the sane
for the commercial obligations in the |abor and
envi ronnent al provisions of the agreenent. W al ways
want to see | abor and environnmental provisions in the
core of the agreenent, not in the side agreenent.

To the extent that the agreenent outlines
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preci se procedures to strengthen enforcenent in other
areas such as intell ectual property rights protection,
it ought to do the sanme for enforcenment of |abor and
envi ronnment al neasures.

A nonetary enforcenment nechanism nust
contain strong rules to ensure that fines are |arge
enough to deter violations and any fines spent to
remedy enforcenent problens nmust truly fulfill that
goal .

At the end of the day fines do not fully
remedy workers' rights violations or are not paid.
They nust be recoursed to trade sanctions to enforce
t he | abor provisions of the agreenent.

Just briefly onthe question of immgration,
the immgrant workers from Central Anerica make
inportant contributions, of course, to the US.
econony, to their comunities, and to their work
pl aces. many of these workers are vital and active
menbers of our American |abor novenent. Yet, these
workers face routine violations of their rights to
organi ze here in the U S

The Suprenme Court's Hoffman Plastics

decision is just the nobst recent exanple of how

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

266

i mm grant workers' legal status is used to deny them
their basic rights in the work place. The AFL-CI O
supports a legalization programfor inmm grant workers
that is based on the creation of permanent |[egal
status, full protection for workers' |abor right, and
vi gorous enforcenent of |abor |aws.

W are concerned about the kinds of
tenporary entry provisions that are being proposed in
the context of Chile and Singapore, tenporary entry
for professional workers that woul d essentially all ow
an unlimted nunber of workers to cone in for an
unlimted anmount of tinme without adequat e | abor narket
protections. W certainly hope that those wll not be
put in the context of Central Anerica or Singapore or
Chi | e.

In ternms of debt and finance, it's very
inportant that a trade agreenent allow countries the
flexibility to regulate the flow of speculative
capital in order to protect their economes of the
ki nd of excessive volatility that has | ed to financi al
crisis in Mexico and Argentina and now threatens
Brazil .

In addition, the agreenent nmust address the
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possibility of massive currency devaluations, the
i npact these deval uati ons have on fair conpetition in
the region. Any agreenents shoul d i ncl ude debt reli ef
measures that will allowCentral American countriesto
adequat el y fund education, heal thcare, infrastructure
needs, thereby contributing to closingthe gap between
rich and poor wthin and between nations and
dimnishing the financial instability caused by
mounti ng debt burdens. Finally, we would Iike to see
U S. devel opnent assistance to the region increase
significantly.

In terms of investnent we are strongly
opposed to NAFTA-style Chapter 11 provisions in the
Central American context. Interns of exappropriation
we woul d I'i ke to see the provi sions on exappropriation
l[imted to direct exappropriations of real property
and not sinply to regulations that dimnish an
i nvestor's return.

We do believe trade agreenents should rely
on governnment to governnent rather than investor to
state dispute resolution. Al'l dispute resolution
mechani sms shoul d be fully transparent and accessi bl e

to interested nenber of the public.
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On public services, any agreenent wth
Central Anmerica should contain a broad, explicit
carve-out for inportant public services, including
t hose provi ded on a conmerci al basis or in conpetition
with private providers. There should be no pressure
on governnments to open their pension systens or other
public services to nore private conpetition, or to
lock in private conpetition in those sectors.

Services rules should be negotiated sector
by sector, and should preserve the ability of
national, state, and |ocal governnents to regulate
private service providers in the public interest.

We are concerned that procurenent rul es not
restrict public policy ains-- legitimate public policy
ains as we are afraid that both NAFTA and WO rul es
have done.

On intellectual property rights, we think
it's essential that all parties should be able to take
full advantage of the flexibility avail abl e under the
WO TRI Ps agreenent to conpel the licensing of life-
savi ng pharmaceuticals in a public health crisis. W
would like to see that actually explicitly witten

into any trade agreenent with Central Anmerica and nmade
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very explicit.

Finally, denocracy and transparency, we
comrend t he progress that has been nade. W are gl ad
to see the release of the FTA text after Quito and we
hope that we will see the sane kind of transparency in
t hese negoti ati ons.

We also are interested in citizens of both
countries being able to see their own governnents
negotiating positions at very tinely intervals. W
hope t hat any ki nd of di spute resol uti on neasures that
are put in place in the Central America Free Trade
Agreenent will be open to the public.

| think that about sunms up what | have to
say and | |l ook forward to your questions.

CHAI RPERSON SURO- BREDI E: Thank you very
nmuch.

Bud C at anof f.

MR.  CLATANOFF: Let nme go back to the
begi nni ng of your statenent. You are |ooking for an
i ntegration nodel based on strong donestic
institutions. W don't think those strong donestic
institutions are really there in all these countries,

to be honest. W know they're not. Wat can we do
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about that?

MS. LEE: Well, certainly the independent
trade unions could use some work. That's one of the
reasons why we put so nuch enphasis in the testinony
on the workers' right protections that to the extent
that some of the Central American governnents have
chosen to conpete internationally by weakening their
own trade unions by underm ning them by establishing
export processing zones where workers' rights are not
fully respected, that wundermnes wunions and it
under m nes denocr aci es.

| guess that is the starting point and one
of the ones that we think is nost inportant. Maybe
you coul d be nore clear about which institutions you

t hi nk are weak.

MR. CLATANOFF: | think the general rubric
is civil society including, | would say, the
Car i bbean.

M5. LEE: Well, | guess our viewis that the

way we go about negotiating a trade agreenent ought to
be encouraging governnments to listen to a broad
spectrumof civil society, and al so be very open about

what kind of steps they are taking to negotiate a
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trade agreenment so that people at |east can have a
fighting chance to give their input to have their
views heard, to have a debate in the press about what
kind of integration agreenent they want to see.

It's asking a lot, | think, from a trade
agreenent to think that the trade agreenent itself is
going to create institutions. | think all we can ask
is that the trade agreenent be constructed in a way
whi ch creates the space for unions or environnental
groups or a free press to be able to engage in a
public debate in a way which allows people to nmaybe
nove t owar ds nor e nmeani ngf ul denocratic participation.

Actually, if | could, | wanted to address
Bud's question from earlier about trade sanctions
hurting the workers and what we woul d do about that.
Is that all right?

CHAI RPERSON SURO- BREDI E: Yes.

MS. LEE: You said what do we do, let's say,
w t hdraw GSP benefits and the factory cl oses and the
wor kers have no jobs. | nean, obviously, | think, we
al ways hope in these cases that the threat of trade
sanctions itself will in nost cases actually notivate

the governnment to take steps to ensure that a conpany
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cones into conpliance.

The governnent can use a lot of tools to do
that. They can find conpanies or put people in jail
or do various other things. W would hope that would
be the notivating influence and that you wouldn't in
nost cases actually come to the point of inposing
sancti ons.

Really, if you look at enforcing donestic
| abor | aws you have the sanme problem If you have a
wage and hour problem if you have a sweatshop in
Chinatown in New York City, it may cone to the point
where you have to actually close the factory because
you cannot get conpliance to happen and then those
workers will |ose their jobs.

That is unfortunate but sonetinmes | think
when you are enforcing a | aw, you have to accept that
you have a short-termcost to individuals because in
order to ensure that conpani es understand that there's
a financial cost and economic penalty to violating
what ever the regul ations are. | guess | wouldn't see
that as sonet hing which was conpletely crippling.

It wouldn't be a reason never to consider

usi ng trade sanctions. You try to design themin such
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a way that you ensure conpliance as opposed to shut
things down. It nay be that there are tines in very
extrenme cases where you don't really have any other
choi ce.

CHAI RPERSON SURO- BREDI E: | have a questi on.
You said in your testinony that not one Central
American country included in this proposal cane cl ose
to neeting the mninmum threshold of respect for ILO
core | abor standards. What countries in Latin America
do you think neet those m ni numthreshold now?

MS. LEE: Back to the experts on Latin
America. | guess | would want to get back to you on
that before | went on record. |"m certainly -- |
woul d say every country in the world has problens with
nmeeting core |abor standards including the United
States of Anerica

Certainly | think the Central American
countries have been nmuch nore in the spotlight in
terms of violations than the GSP cases that have been
brought against the Central Anerican countries show
that they've had a |ot of significant problens. I
woul d say that Central American countries are bad even

by the standard of Latin America. |[|'ll get back to
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you in ternms of what we woul d consi der countries that
are nmuch closer to neeting |ILO standards both in | aw
and practice.

CHAI RPERSON SURO BREDI E: I f you coul d send
that to GBLUEQSTR | ook forward to seeing it.

M5. LEE: kay.

CHAI RPERSON SURO BREDI E: Do you have ot her
gquestions? Betsy Wiite, Departnent of Labor.

M5. WHI TE: | guess you nmade the statenent
that it would not be appropriate to have an agreenent
that was based on the countries enforcing their own
| abor | aws because those countries sort of uniformy
did not have the |abor |aws. Coul d you expound on
that alittle bit nore as to where the deficiency of
the I abor laws are? Is that inthe witten testinony?

M5. LEE: That is in the witten testinony
Wi th respect, | think, to each of the countries. | am
happy to talk about it a little bit.

M5. WHI TE: G ve us sone flavor of it.

MS. LEE: Well, in Costa Rica, for exanple,
the labor code permts the formation of these
per manent workers' commttees that are authorized to

present conplaints or requests on behalf of the
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wor kf orce but in practice which are controlled by the
enpl oyers. That is, | would say, in violation of the
| LO core | abor standards. There has been an |LO case
against Costa Rica on that front in ternms of this.

M5. WHITE: | also neant to ask as sort of
maybe the | ater part of the question was how woul d you
envision that we could address this problem of poor
laws in the context of the negotiations of the CAFTA
so that in the end the TPA requirenent that you
enforce your |laws woul d be neani ngful ?

M5. LEE: | guess areally first start would
be if there were requests fromthe Central American
governnments to the ILOto send a technical teamto do
the full assessnent of the labor laws. That's what
the ILO is very good at, is comng up wth the
shortcom ngs of conparing the legal code to the ILO
standards and to conme up wth a set of
recommendations. That would be a good start.

Al'l these things take tinme and that's why |
think it's inportant that if the U S. Government is
really serious about going ahead with the Centra
Anmerican Free Trade Agreenent, | would hope this is

al ready happeni ng, that there are steps being taken to
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cone up with a full set of recommendations fromthe
| LO and to have a dial ogue with the governnent.

Certainly our preference woul d be that these
agreenents not be entered into until the |abor |aws
have been brought up to I LO standards because there's
no mnechanism wthin even the Jordan Free Trade
Agreenment to actually fix deficient |abor |aws.
There's | anguage that says countries should striveto
ensure that their laws neet |LO standards.

There is language that says they should
strive not to weaken those laws in order to increase
trade. The nmechani sm t hrough which a country or a
time table or transition period through which
countries would actually fix those laws is not in
t here. It wasn't in there because in the case of
Jordan we made a judgenent -- the U S. Governnment nade
a judgenent that Jordan's |laws were close enough to
| LO st andar ds.

There were no glaring deficiencies, but
since there are glaring deficiencies in the Centra
Anmerica case, this seens |like a very inportant piece
to fix ahead of tine because it's so hard to fix in

the context of a trade agreenent it ought to be fixed
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before entering into the trade agreenent. Even then,
you know, our concern still is let's say the | aws were
fixed and we entered into the trade agreenent.

If the only enforceable obligation witten
into the CAFTA is to enforce donestic |aws, then
nothing really stops a country fromfixing its | aws,
entering into a trade agreenent, and then elim nating
themthe next day. | knowin practice countries don't
do that and it would be a very unusual odd thing to
happen.

| guess ny point is that in ternms of public
policy why would you want to put in place a public
policy that requires countries to enforce their own
| aws but doesn't actually require them to have any
| aws.

If you think about in the intellectual
property context, it would be |Iike saying to Honduras
you have to have good strong copyright |aws and you
have to -- no, you have to enforce copyright | aws but
you don't, in fact, have to have any copyright | aws.
If you have trouble enforcing your |aws, the best
thing you can do is just elimnate them That's

really what we're saying with |abor |aw
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If the only enforceable obligation in the
Free Trade Agreenent is to enforce your donestic | abor
| aws, then we are actually giving a perverse incentive
to countries to get rid of or weaken | aws that they
have troubl e enforcing. | don't think that nmakes any
sense. Certainly not in the context of Central

Anerica where we have such extrene |abor rights

pr obl ens.

CHAlI RPERSON SURO- BREDI E:  One nor e.

MR, FANTQZZI: | was just wonderi ng what you
are referring to as core |abor standards, 1LO

internationally recognized standards, are these
standards which the Central Anmerican countries have
t hensel ves accepted internationally?

MS. LEE: That's a good question. The
answer is yes. The Central Anerican countries are all
menbers of the ILO As nenbers of the ILO they are
signatories to the declaration and fundanental
principles and rights at work from 1998 where all of
the nmenbers of the ILO irrespective of whether they
have ratified any core conventions or not have, in
fact, conmtted to respect, pronote, and realize the

core workers rights that | laid out earlier.
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Al Central American countries have nade
this commtnent, as has the United States so it's not
a new conmtnment and it's not an Anerican comm t nent.
It's an international consensus and international
obl i gati on.

Qur view is that in the context of a Free
Trade Agreenent, it is appropriate for the two sides
of a Free Trade Agreenent to reinforce that comm t nent
and to agree that it is inportant enough that they are
willingtosubmt thenselves to dispute resolutionif,
in fact, there is violation of that obligation.

MS. ROE: You nentioned in the beginning
that your working cooperatively with other |abor
organi zations in the region on the devel opnent of an
integration nodel. | guess the question | would have
is do you see any evolution in what the chief |abor
confederations or |abor |eaders of the region are
calling for in terns of have they stepped up to the
plate to actual |l y conmuni cate their conm tnent to have
enforceabl e | abor provisions within the agreenent.

To preface that question I'Il just nention
that it has, as you know, been a sensitive issue. The

mantra of many of the devel opi ng countries, certainly
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within the U N context, and others has been to claim
that pressing for strong | abor provisions represents
a protection as noved by the devel oped countries. W
see sonme evolution away from that in ternms of the
recent agreenents with the FTAs but it's been a sl ow
pr ocess.

Even in the case of the Chile FTA, which is
still being negotiated, | gather that at |east from
what the Chilean governnent tells us publicly, the
preference of the trade uni on confederati on woul d have
been nore of the kind of agreenment that Chile
negoti ated with Canada whi ch had no real teeth on the
| abor provi sions.

O course, Costa Rica has taken that
position publicly in saying that the agreenent they
negoti ated wi t h Canada, whi ch al so has no recogni zabl e
teeth that we can see, would be the nodel. |'mjust
wondering how this is playing out within the |abor
novenents of the region and whet her you see changes?

M5. LEE: That's a very good question. In
fact, we've had sone really good, interesting
di scussions with the Central American unions. | would

say whenever we bring one of the GSP workers' rights
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cases, we do work, of course, with the union in that
country.

The Central Anmerican unions are anong t hose
in the world who have used this GSP provision nost
effectively and they feel that it is a valuable tool
for them W do have this declaration we've been
wor ki ng on which is just about, | think, alnost final
with the Central Anerican uni ons where they don't want
to lose the leverage of the GSP workers' rights
provi si ons.

| think it's really inportant because there
are a lot of other regions where these tools are
avai l able but they haven't, in fact, been used so
there's a fear of using the tools, that it could be
protectionismor it could be sonehow used agai nst the
country.

Especially, | think, in the case of Central
Aneri ca where t he uni ons have been treated so badly by
their own governnents in many cases, or treated badly
by conpanies wuld be neglect of their own
gover nnment s. These unions feel that they need the
additional |everage that cones from the threat of

| osing the GSP benefits or the CBPTA benefits. It has
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actual ly been hel pful.

Even in the Chile case, you know, we have a
joint declarationwth the Chilean trade union central
there, as well, where we do call for, and they have
agreed to, and we agreed to enforceable workers'
rights and the core of the trade agreenent.

They are close to their governnment and the
gover nnment has a strong preference for t he
Canada/ Chi | e approach and that's often been the case.
W do see certainly anong the trade unions a very
different view than you see from the governnents
t hensel ves and nore of a recognition of the val ue of
t hese provi sions.

CHAI RPERSON  SURO- BREDI E: Before we ask
anot her question, | think we have to say goodbye
Thank you very nuch.

Qur next witness is Taleigh Smth,
Coordi nator, Upper Westside Tippitapa Sister City
Proj ect.

M5. SMTH: |'mTaleigh Smth. | coordinate
a Sister City Project between the upper westside of
New York and Ti ppitapa, N caragua. | want to start by

saying | "mvery consci ous of the privilege that | have
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to sit before you today to talk about the CAFTA
because | am very aware that there are hundreds of
t housands of people who would |ike to be doing the
very sane thing

Honestly | w sh that you could have joi ned
me for lunch because | went down the street and had a
meeting with people organizing on a grassroots |evel
agai nst CAFTA. They were tal king about a nunber of
things but | just wanted to share a couple with you
since they are not able to be here and you were not
t here.

No. 1 is that as far as denocratic
processing of these treaties, the questions that are
asked of the people being affected |ook nore |ike,
"Where would you |like this road?" rather than, "How
woul d you envi si on devel opnent in your comunity?" |
think that is fundanental when we're tal king about
negotiating free trade is what kind of questions we
are actual ly asking.

No. 2 is that small <clothing and shoe
i ndustries in Guatenmal a and t hr oughout Central Anerica
are already disappearing wthout the resources to

conpete. | thought that was interesting given that we
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were hearing fromapparel industries earlier today.

No. 3is that there's nore econom c refugees
than ever before even during the civil wars that
rocked these countries during the '80s. Wen we | ook
at who i s benefitting fromthem they obviously aren't
any of the people having to |eave their country to
find enpl oynent.

No. 4 is that people organizing against
these agreenments are facing death threats and
harassnment. They are being followed. They are being
called in their hones and there is violent repression
in the streets as people are nobilizing agai nst these
effects that are already taking place. Even though
the treaties aren't signed, a lot of these policies
are taking place.

The | ast oneis that themlitary occupation
inthe region that you asked about earlier is actually
keepi ng peopl e, specifically peopl e organi zi ng agai nst
t hese novenents, are being kept fromgoing fromcity
to city and there's a |ot of occupation. When you
look at a map of U S. and foreign investnent in
regions such as Tippitapa and you | ook at where the

mlitary bases are, there are superinposed on each
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other. That's fromthe people down the street.

Tal ki ng about coordinating a Sister City
Project, linking New York with Tippitapa, N caragua,
this means a lot of things but one central part is
recogni zi ng that gl obalization is not just the gl obal
econony. It's also recognizing our gl obal connections
as human beings. |It's about listening to each other's
stories, recognizing ways in which we are connected,
and working to base those connections on the solid
val ues of peace, econom c justice, and denocracy.

For 15 years the Sister Cty Project has
been i ntroduci ng New Yorkers and N caraguans to each
other. These relationships offer perspective that is
rarely heard in the nedia or in official governnenta
docunents justifying regional policy.

W knew the contra war was happeni ng even
when the U S. CGovernnent said it wasn't. Now we are
hearing and seeing the devastating effects of free
trade, a policy we have beentold will bring denocracy
and prosperity to the region.

Ti ppi tapans are experts on free trade. The
free trade zone is on the edge of Tippitapa and

provi des enploynment to over 13,000 residents, 10
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percent of Tippitapa. Enmpl oynent sounds very
appealing in N caragua where un and under enpl oynent
hovers around 70 percent. But that's where hearing
people's stories is key to getting past rhetoric.

When we visit Tippitapa we hear about the
expl oitative condi tions, gender and age
di scrim nation, ver bal and physi cal abuse by
supervi sors, sexual harassnent, and the systematic
destruction of wunions by firing and blacklisting
anyone who tries to organize. Finally, what working
si x days a week, 12 hours a day for a nonlivabl e wage
wll do to your body, your relationships, and to your
chi | dren.

One nother of a child in a sister city
sponsored feedi ng center told ne about how she wor ked
fromage 15 to age 22 in one of these sweatshops. She
finally quit because she was unable to take care of
her daughter. As she infatically encouraged us to
conti nue nobilizing agai nst free trade zones, she said
she would rather die than allow her daughter to grow
up and work within one.

When t he not her of a mal nouri shed preschool

child tells you this you listen. But the Sister Gty
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Project can't provide food to all of the children of
free trade zone workers. The incidents of street
children and glue sniffers in the area is 30 tines
hi gher than it was before U S. mlitary intervention.

As the majority of workers are young, single
nmot hers wi t hout the financial resources for daycare or
school matriculation fees, children are left to their
own devi ces.

I don't know if any u. S trade
representative has spent tinme with street chil dren but
| have. | was a volunteer social worker with street
kids in N caragua for al nost three years. You may be
able to argue that a free trade zone worker is a
grownup who can decide for thenselves if they want to
accept the working conditions.

But nobody can argue that an ei ght-year-old
who depends on sniffing toxic glue to quell hunger
pains and sells his body for a place to sleep can
choose to accept or reject conditions of free trade
whil e his nother works all day and is not paid enough
to send himto school and put food on his plate.

The U. S. nust take responsibility for the

poverty we have helped to create and maintain.
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Chil dren cannot be left to fend for thenselves in a
gl obal econony set up to benefit powerful corporate
i nterest.

| know this hearing is about CAFTA but our
partners in Tippitapa along wth hundreds and
t housands of Latin Anmericans and our very own U S
Governnment are very clear that there is a regi on-w de
agenda that is being pushed through in a series of
smal | agreenents.

VWhat we hope this hearing will make clear is
that there is also a region-wide rejection of this
agenda whether it be under the nanes of CAFTA, NAFTA,
the FTAA, or the PPP. This July two of our sister
city contacts in Tippitapa attended the third Anerican
forumagainst the PPP with over 1,000 representatives
fromcivil society who unaninously rejected the PPP
and its plans to prepare N caragua for CAFTA

They know that a pipeline stretching from
t he Cari bbean coast to the Pacific would reach havoc
on the ecosystemand put their econony and mlitary at
the disposal of U S. interests. They know that high
speed rails slicing through rainforests interrupting

ecosystens, displacing farnmers, and devastating the
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| ocal econony and culture wll not facilitate
Ni caragua' s devel opnent.

As they struggl ed through a civil war in the
'80s, they | earned that a governnent nust act for the
greater good and with respect to the rights of all of
its people. They know that proposed deep water ports
carved out of traditional fishing bays wthout
perm ssion or benefit for the thousands of indi genous
people who live in these regions under autononous
| eadership wll destroy N caragua's denocratic
process. When econom sts justify free trade, they use
terms |i ke conparative advant age.

Propliance of the PPP and CAFTA identify
these qualifies as | ocation close tothe United States
and abundance of cheap |abor available around
materials and |acks enforcenent of |abor and
environnental |aws, as well as the desperate indebted
governnents ready to sacrifice |l ocal human devel opnent
for the propose of |oans and investnent.

For those os us who know and | ove Centra
Anerica recogni ze other qualities such as its natura
beauty, cultural riches, and tradition. Those of us

who know and |ove Central Anerica are dedicated to
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created an gl obal community that benefits all of its
i nhabi tants and doesn't all owecononm c jargon to blind
us to starving children and the violence of the
masses.

We are not agai nst globalization but we are
agai nst gl obalized oppression whether it be in the
name of free trade or other. The U S should use its
power to globalize peace, economc, justice, and
denocracy because if it doesn't, the globalized
resi stance wll.

Thank you.

CHAI RPERSON  SURO- BREDI E: Depart nent of
Treasury.

M5. SANM GUEL: When you started, you said
t hat perhaps we were asking the wong questions. |'m
wonderi ng what exactly you suggest if free trade is
not an beneficial as econom sts and peopl e believe?

M5. SMTH. | would say that we need to go
back to the drawi ng board. That these process have
not been asking the people that actually are being
affected by the policies. They are asking very few
peopl e. The CAFTA text hasn't even been available to

us here in the US., or isn't in existence yet.
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Denocrati c space doesn't exist to discuss
these policies right now Even here with the U S. on
fast track and so forth, |I nmean, |ike the people here
this is our only opportunity to have our voices heard
to my know edge. W don't have access to our
representatives anynore since they don't have access
to negoti ati ons.

In Central Anerica they don't even have
this. | would say the first thing we need to do is
listen. | haven't spoken to a Ni caraguan who doesn't
have extensive ideas on what devel opnment coul d | ook
i ke down there. They haven't been given the chance
to talk about it. Does that answer your question?

M5. SANM GUEL: | guess | want a nore
specific sort of view of what that devel opnent does
| ook |ike.

M5. SM TH | think that we would be
thrilled to give you nore specific ideas if indeed
they woul d be taken to the table for negotiations. |
think that this process needs to be opened up not just
to those of wus in this room being asked for
clarification but to a nuch l|arger popul ation. I

would love to get back to you wth very specific
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suggestions from Ti ppitapans if you are interested.

CHAI RPERSON SURO- BREDI E: Do you know howt o
get back to us through doria Blue?

M5. SMTH. | do have Goria Blue's e-mail.

CHAlI RPERSON SURO BREDI E:  Thank you.

MR, FANTQZZI: Yes. | wonder if you could
tell us if you have given sone thought to what sort of
trade policies woul d achi eve the kind of gl obalization
that you are tal king about? In other words, how can
trade be used as a tool for beneficial globalization
rat her than what you see as happeni ng now?

M5. SMTH. | think that when, at |east,
ook at U S. policy right now, we base nost of our
policy on econom c pressure on regions i ncluding right
now, for instance, these highly indicted countries are
being asked -- this actually refers back to earlier
comments on privatization, whether or not they are
included in the Free Trade Agreenents countries are
being pressured to privatize and spend their | oan
nmoney on facilitating in international investnent
i nstead of taking care of social security withintheir
countries that actually are legally provided for

within the | ocal governnents
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Am | making any sense? For instance, the
Ni caraguan constitution guarantees healthcare and
education all the way through university level. They
are unable to take care of their people in the way
that constitution says they should. They could get
| oans in order to do those kind of things but they are
stipulated by international financial institutions
that | oans are to be used to facilitate international
i nvestnment and not to take care of social services.

Goi ng back to your question, trade policy,
| think that we should use things |ike econonc
pressure and trade policy to facilitate devel opnent

that is not just about benefitting corporations. It's

tal ki ng about educati on. It's tal king about house
st andar ds. It's talking about envi ronment al
st andar ds.

It's tal king about the value that you and |
as Anericans say that we believe in as far as
denocratic process and peace and things |like that. |
thi nk the whol e entire focus needs to be shifted away
from just benefitting certain conpanies and
facilitating their rapid investnent in the region and

their rapid extraction of resources to actual sound
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devel opnent policy.

| think that you can use sanctions. | think
that you can use the sane enforcenent structures that
exi st to make sure that they are not charged taxes for
the investnent could be used to encourage investnent
in the region socially, for instance.

MR, FANTQZZI: Thank you

CHAI RPERSON SURO- BREDI E:  There's one nore
guesti on.

M5, VH TE: | have a question about the
nunber of the w tnesses have tal ked about the need for
di al ogue with civil society in these countries and the
new ways and the kinds of things they would raise
What do you see as the inpedinents to dial ogue within
t hese countries and what could the U S. Governnent do
to inprove it?

We have an el aborate structure here even
t hough you have said that you are only here for this
hearing, but conpared to these other countries, this
is pretty good. Wat kinds of things and how woul d
you go about having us help you pronote dial ogue?

M5. SM TH: | think fundanmental to any

negotiations you have to step another whole step
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backwar ds. When you ask people who are starving,
peopl e who don't have hones, people who can't send
their children to school because their public schools
have been privatized or atonom zed, when you ask them
to sit down and negotiate with you, there isn't any
kind of equal playing field. I think that nassive
i nvestnment needs to be done in the social services
before we could even ask for a equal dialogue on
things like trade policy.

M. WH TE: I'"'m not suggesting an equal
di al ogue. |'msuggesting a way for people withinthis
countries to have di al ogue with their own governnents.
You think you need to deal with all those basic
problens first or is there some way you could create
structures or nmechanisnms wthin the countries so that
t hese people could be heard in their countries?

M5. SM TH: I think that we could
si mul t aneously and econom cally invest in supporting
the social infrastructure in a country while putting
requirenents on civil society participation and
negoti ation practices. I think right now, for
i nstance, to just have cl osed door neetings with trade

mnisters is not encouraging civil society or
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denocratic process. |In fact, | believe Quito is the
first time ever that the public was allowed in and
that was only after being teargassed and harassed in
the streets. That's not true?

M5, VH TE The Canadians did sponsor a
civil society forumas well as a business forumand a
nunber of the trade mnisters did go to both and heard
views of civil society. | think it was Toronto.
Anyway, it is a limted kind of thing.

M5. SMTH. | would say that would need to
be expanded. Maybe we could follow the Canadi ans'
exanple. | don't know what it |ooked Iike but --

CHAlI RPERSON SURO- BREDI E: Thank you very
much.

M5. SMTH.  Sure. Thank you.

CHAI RPERSON SURO- BREDI E: Qur | ast wi tness
if Patricia Forner, Wrld Vision, Public Policy
Advi sor for Latin Anerica and the Cari bbean.

M5. FORNER: Thank you very nuch for this
opportunity to cone before you. | realize that
you' ve been here all day and you must be exhausted so
"1l just do a brief formof ny remarks rather than

readi ng the entire paper.
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| " mgoi ng t o address i ssues of transparency,
relations anong the partners and CAFTA, nmaki ng CAFTA
coherent with devel opnent policies and how to bring
sonme justice to the policy.

Wrld Vision strongly recomends that the
negoti ati ons for CAFTA be conducted w thin a framework
that does not work toward achieving a predeterm ned
outcone by the United States. W strongly urge that
consul tati ons occur throughout the process with groups
from civil society sectors from each of the five
countries who could weigh in on mcro-enterprise
agriculture, and af fected servi ces anong ot her t hi ngs.

Trade is widely touted in sonme circles as
the economic tide that is going to life all boats.
However, it's our experience at World Vision that the
reform of donmestic policy economc institutions in
devel oping countries has a far greater affect on
i nproving the economc well-being of its citizens and
trade.

There i s no substitution for sound nati onal
policies and governnments of developing countries.
What is mssing in Central America are just policies

that pronote equitable land reform the freedom of
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workers to organize a functioning tax collection
system that could finance public works and socia
devel opnent such as public health and public
education, and public security.

Coupled wth a marked reduction in
corruption, all these would distribute social and
econom ¢ benefits far nore equitably to the citizens
of Central Anerica than CAFTA can.

On the issue of transparency because of the
existing and strong ties between corporate business
and elected officials both in our country and in
Central America greater transparency would | end nore
credibility to the CAFTA negotiations. we al
understand that trade | awtransl ates i nt o market share
and profits.

Therefore, Wrld Vi sion recomends that al
m nistries of trade i nvol ved i n CAFTA negoti ati ons and
menbers of the International Trade Council and ot her
officials involved in the process conplete public
financial disclosure forns identical to those issued
by the Ofice of Governnent Ethics to US
presi dential appointees and other high-ranking U S.

of ficials. Public financial disclosures from CAFTA
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negotiators should be displayed on and accessible
t hrough the USTR website in both English and Spani sh.

Over the past decade U S. food and
agricultural inports to Central Anerica has reduced
t he demand for food grown in the region, |owered food
prices, and | owered i ncones and i npact ed unenpl oynent
anong the rural poor.

Maqui | as provi de | obs primarily to
unenpl oyed wonen but with the discovery of |arge
unt apped | abor pool for | ower wages, sone
mul tinationals are <closing their nmquilas and
rel ocating themto South Asia.

So safety nets for dislocated industrial and
agricultural workers are nonexistent in Central
Anmerica and the job market is far from robust.
| mMm gration, |egal or otherw se, continues to pour
across our border and al so i nto sone European cities.
How can we nake this trade policy from CAFTA be
coherent with devel opnent policy?

Among the five countries slated to
participate in CAFTA, Honduras and N caragua are
candidates for the Wrld Bank's poverty reduction

strategy paper processing program
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W all know that US. aid post its
devel opnent assi stance prograns for each country on
its website. Poverty alleviation, econom c grow h,
and denocracy building are all 1ong-term devel opnent
goal s of these donor agencies. Trade policies through
CAFTA shoul d be crafted to conplinment U S. |long-term
devel opnent strategies for the region.

VWhat is in the region in terns of Anerican
interest are U.S. parented nultinationals. Although
these nmultinationals do provide enploynent, working
conditions on sone of their plantations and in their
maqui | as are di smal even by | ocal standards.

So nul tinational corporations that operate
in Central America mnimze their risk through
preferential treatnent and insurance that as we nove
forward to construct just trading policies through
CAFTA, we shoul d refranme fromproviding forei gn-owned
mul ti - nati onal conpanies the power that could
unwittingly punish the poor in Central Anerica by
depriving their governnents of revenues sorely needed
for social and econom c devel opnent.

Sone of the trappings of NAFTA' s Chapter 11

on investnments should have no place in CAFTA, nor in
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any other U S. trade agreenent with a devel oping
country.

VWile the IMF and the Inter-Anerican
Devel opment Bank provide capital in the formof | oans
to Central American countries, it would be hel pful if
these institutions could anmend their paradi gmof bank
to governnent assistance to work wth proven
responsi bl e, nongovernnental |ocal and international
organi zations to develop a safety net system for
Central Anmerican dislocated workers fromindustry and
agriculture. This could serve in lieu of trade
adj ust nent assi stance t hat Central Ameri can
governnments | ack

| s there a place for just policies in CAFTA?
Techni cal assi stance for devel opi ng countries to build
their trade negotiation capacity 1is currently
avai |l abl e through international donors. While this
sounds like the solution to the problem for
di sadvant aged negotiators, it nust be noted that the
United States goes to the negotiating table wth
experienced trade and investnent attorneys and then
only after scores of sector specialists have exam ned

and anal yzed all the nuances.
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This is the environnment in which we prepare
and go to the negotiations with |esser devel oped
countries. It's nore than a challenge for Centra
American countries to go up agai nst the vehenent of an
advantaged U. S. at the negotiating table.

Isit realistictothink that after capacity
training for trade negotiations that they wll have
the sanme capacity as we do? | don't think so and
that's probably not what we i ntend. But, on the other
hand, rul es that everyone can |live by and agree to can
be an advantage for both the U S. and Central American
countries.

This can only be achieved in an atnosphere

of transparency when nore than special interest of the

traders are brought to the table. It will be
necessary to put limts on self interest and the
[imts wll depend on the context of those

negoti ati ons.

Negoti ati ons shoul d take i nto consi deration
what the noral values are that need to be protected.
Trade negoti ations general |y focus on protecting goods
in certain classes of industries. To create just

policies we nust shift the paradigm away from
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cl assifying goods and industrial sectors to agree on
roles that prevent particular self interest that
caused the nost harm \Wen negotiating with Central
Anmerican countries the U.S. is negotiating wth a host
of different cultural traditions.

It behooves us to understand those
differences, to nake conprom ses, and to prevent
abuses that self interest would cause. For exanple,
in the area of biodiversity, traditional know edge,
and native nedicinal and agricultural products.

The rules of CAFTA could also reflect the
gl obal concern for the environment. Large nationa
and i nternational agribusiness plants in both the U S.
and in Central Anmerica should adhere to stronger
process standards. The rules for CAFTA need to be
shaped by sustainability, not greater environnental
expl oitati on and degradati on.

Per haps i nstead of focusing solely on free
trade there is a greater need to decide on what sort
of a framework of |imtations or restrictions is
necessary inorder tolegitimze norally the assertion
of self interest on the part of individuals and

corporations in international trade and investnent.
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It wll require a cooperative effort on the
part of trade negotiators, parlianentarians, and civil
soci ety working together to develop a framework that
has the wel fare of Central Anmerican's poor in mnd and
t hat pr onot es sustainability, i ncl udes | abor
standards, respects cultural identity and human
rights. Al of these concerns should influence and
i npact the rules and regul ati ons of CAFTA in di verse.

Thank you very nmuch. | | ook forward to your
guesti ons.

CHAI RPERSON  SURO- BREDI E: The Treasury
Depart nent .

M5. SANM GUEL: | have two questions. The
first is in your sunmmary you nention a framework of
limtations. You list several things here and |I'm
wondering if you could elaborate on that a bit
further, what that framework m ght really | ook Iike.

M5. FORNER: Well, as | nentioned, because
of the culture diversity and also because of the
situationin Central Americais so different fromours
economcally so I think the Iimtations should take
into consideration that we are trying to have a trade

agreenent with five very small countries whose
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conbi ned GDP i s probably snmall er than sone of the TNCs
and nmulti-nationals that actually operate there.

Keeping that in mnd, those are the
[imtations that |I'm looking at in ternms of the
countries thensel ves and what we are bringing to the
table to negotiate with them Also keeping in mnd
t hat whatever we do, howis that going to inpact the
peopl e of those countries.

M5. SANM GUEL: Are there any provisions or
anything that we can do in what we bring to the table
that we should take into consideration?

M5. FORNER: W the United States?

M5. SANM GUEL: Um hum

M5. FORNER: Yes. I think that | had
mentioned that, for exanple, when we deal in the
negoti ations that we could actually open themup to a
w de variety of people within the region. Ri ght now,
for exanple, ny national director in El Salvador is
telling ne that there are consults and that the
consults are really only with the main producers or
the large industries.

They are not with people who are working in

m cro-enterprise. They are not wth people working in
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t he nmedi um and snmal | production area of agriculture.
They are not working with people who are working in
servi ces. | note that you had nentioned sonething
about services include financial services.

It's not just always public health or
education. | would like to see the trade negoti ators
actually include these people in the process on a
regul ar basis so throughout this year that we have,
this vyear w ndow, that there is a constant
conversation and di al ogue goi ng on.

They m ght actually bring you sone vision
that you nmay not already have in terns of how CAFTA
can work and actually be coherent wth their
devel opnent design for their country and their
nati onal budget.

M5. SANM GUEL: Thank you.

CHAI RPERSON SURO- BREDI E: Thank you very,
very nmuch.

This hearing is adjourned.

(Wher eupon, at 5:00 the hearing was

adj our ned.)
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